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■ FOREWORD 

In this monograph Dr Madan, an accomplished young 
economist, has attempted a critical study of the general pohcy 
wd_actu^ practice of Impmal Preference m India. The 
work constitates h welcome addition to the very scanty 
hterature on^he subject , its hi^ value lies m the vigorous 
and thorot^h analysis wlach the author has brought to bear 
on the whole mass of relevant facts and matenal The> great 
importance of the study cannot be ccaggerated — it touches 
the whole question of India’s pr^ent economy, while opinion 
m the country is vehemently ^erased on the many ‘issues 
mvolved At the present mom^t it is of direct' significance 
as the famous Ottawa Trade Agreement whidi 'the 
foundations of the present pohcy of preference is bemg 
superseded and a fresh s^^ment governing Indo-Bntish 
trade is bemg frshioned Thare is no aspect of the many 
complex problems imphaf in the large themes of protection 
arid preference m this country today on which the author has 
not thrown sure and dependable hght In the steady pursmt 
of this saentxfic aim he has not allowed himself for one instant 
to be deflected by damoroiis sentiment ragmg on either side 
The result is a work of great samty m a field of mtense 
controversy 

It IS a privilege to be mvit«i to write a Foreword to a work 
of this description It is not possible to follow m any 
the author m his systematic presentation of the history of 
opimon or m his dose analysis of the dffect on Indian trade 
of the workup of the Ottawa Agreement durmg its brief 
penod of existence The ideal present at the Conference at 
Ottawa was dearly stated by Mr Baldwin ‘ the expansion 
of Empire trade brought about as far as possible by the lowering 
of trade bamers as between the several monbers of the 
Empire This defimtion of the objective was not exactly 
adhtted to m actual agreements, but Dr Madan’s general . 
condusion on the net effect of the Ottawa ^Agreement on 
Indian export trade cannot be resisted The really important 
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question, because it is the pracdcal question, is whether with 
&e change in British trade policy and an extensive system of 
Empire preferences, India ^d not gain in her export trade 
because of the Agreement. Seveial factors were in operation 
at the same time, but the dear condusion reached is that on 
the whole the Agreement was a source of gain though of a 
modest magmtude. Further, * the Ottawa Agreement between 
the Umted Ehngdom and India served through the major 
part of Its duration primarily as a measure of insurance agamst 
potential losses m the Empire markets This is a reassuring 
verdict, as it is also the most competent verdict hitherto 
available. 

Another aspect of Dr Madan’s study deserves notice He 
has analysed significant trends in world and Bntish Empire 
trade to fiirmsh, to use his own words, ‘ the settmg for a 
somewhat detailed exammation of the trade of a primarily 
agricultural raw material exporting country like India’. 
The analysis is rapid and torsdy presented, but has been 
carried out with striking scientific rigour ; and the causes of 
rdative expansion of mter-Imperial trade have been set forth 
with an unerring hand India’s share in the mcrease is 
clearly indicated and throughout rdated to controlhng 
circumstances The imphcations of this analysis and of 
certain other broad facts of Indian economy have been made 
the basis of general reflections on the country’s economic 
future The need for the estabhshment of proper relationship 
between commercial and mdustrial pohcy is empheisized, and 
the duty of the State m this regard is mdicated. Exclusive 
attention to foreign trade is likely to affect the correct 
appreciation of the general problem of, the .country’s econoimc 
and mdustnal development The big issue of national planning 
for a coimtry still largely dependent on agriculture — ^and where 
industry in ^e modem sense is of comparatively recent ongm, 
requires to be faced apart fi:om questions of protection and 
prrference 

In estimatmg the ‘ costs * of preference on imports, the 
author reaches the conclusion that, altogether, alarming 
estimates of the * loss of revenue ’ or ‘ burden on the consumer ’ 
are based on error and do not stand scrutmy. The excess of 
the burden on the consumer over the loss of revenue was 



FOREWORD xi 

not greater than a few lakhs Dr Madan has abundantly 
established this satisfactory condusion. 

I must resist further temptation to detailed reference. 
Dr Madan*s work will take a high place in the growing volume 
of valuable studies in Indian Economics It will apply a much 
needed corrective to a vast mass of loose thinking that prevails 
at present on the subject of our trade policy. It also 
furnish an example of care in thought and analysis, as of the 
proper method of condensation of material, to the serious 
Indian students of our economic life Personally I lay down 
his work with the hope that the author will address himsdbT 
to his subject at some future date on a more generous factual 
scale As trade policies are bemg reconsidered and refashioned 
in India and as world economic factors are undergoing rapid 
dianges the occasion for a more extensive treatment should 
not be very distant 

Simla 
Mqyigsg 
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The aim of this monograph is to make a cntical review 
of the pohcy and practice of Impenal preference m India 
'f With this object an anal^ is made of the Trade Agreement 
I concluded at Ottawa between the United Kingdom and 
I India, its genesis, working and effects on Indian trade, industry, 

< the consumer and State revenues dunng the quinquenmum 
1932-3 to 1936-7 and in some respects dunng 1937-8 (for 
which provisional figures only are available as yet) The ehd 
of the year 1936-7 forms an appropriate closing point for the 
mam analysis for two reasons It marks the cidmmation of a 
broad nsmg trend of economic activity, which, provides a 
uniform general 'background for the treatment of oqport 
trade : after that, the recession introduces a widelnew* factor 
into the situation Secondly, with the separation of Burma 
firom I April 1937, the foreign trade statistics of Bntish India 
for 1937-8 would not admit of direct comparison 'With those 
of earher years 

There are few other questions on which opimon m India 
has been shaped so much by sentiment and so httle by an 
objective study of economic &cts Such a study it is the 
purpose of the present work to attempt. 

Until recently the consideration of Impenal preference m 
Incha was at a purely theoretical stage A system of difier- 
ential duties had no doubt been in existence before 1931, 
but It was avowedly an madent of the protective pohcy of 
Ae country JNow the first stage of a large scale eiqieriment 
in Impenal preference is neanng conclusion No complete 
review of its working is available Besides the two Govern- 
ment Reports on the working of the Scheme of Preferences 
up to the end of 1934-5, a few pamphlets practically exhaust 
the literature on the subject 

Perhaps a few words may be added on the scope and plan 
of the work In the first chapter the evolution of Impenal 
preference is briefly traced in the case of the Umted Kmgdom 
and India An exammation is then made of trends m the 
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composition and distribution of world and Empire trade and 
of the causes of those trends which are of special significance 
for a study of recent tendencies in Indian trade. The recent 
tendencies in the composition and distribution of India’s 
export trade form the subject-matter of the third chapter. 
There a survey is also made of such recent developments in 
the commercial pohcy of Germany and France as have a 
particular bearing on the export trade of India 

The preferred exports are dealt with at some length in the 
succeeding two chapters Next, the preferred exports as a 
whole are considered together with ‘non-preferred eiqiorts, 
and an attempt is made to estimate the measure of gam of 
trade which may be ascnbed to the Ottawa preferences. In 
this connexion &e mcidence of the trend to bilaterahsm on 
the trade of India, as well as the bearmg on this trend of 
British protectiomsm and Impenal preference, is examined. 
In another chapter recent changes in the distribution of the 
import trade and the nature and probable magmtude of the 
cost of import preferences are considered. 

The pnnaples and practice of a special form of Impenal 
economic co-operation, namely Impenal industrial co- 
opeiation, are cntically reviewed in two chapters, one of wluch 
deals with the special cases of Cotton and Iron and Steel in 
India 

In tlie end an attempt is made to define the general lines of 
a commercial pohcy in keeping with India’s general economic 
policy, and suited to her needs and conditions The outlook 
for international trade and Empire economic pohcy are 
briefly reviewed, and the popular demand for bilateral trade 
treaties is scrutinized Gertam fundamental as well as 
immediate considerations that would condition India’s attitude 
towards Imperial preference at the present time are also 
indicated 

This book was all but printed when a new Agreement 
to replace the Ottawa Agreement was concluded between 
His Majesty’s Government and the Government of India on 
20 hlarch 1939 The new Agreement is bnefly noticed in a 
Postsenpt and summarily examined in the light of the actual 
results of the working of the Ottawa Agreement presented in 
these pages If the only sound basis for forecast of the future 
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is experience of the past, a clear appreaation of the effects 
of the Ottawa Agreement should provide the right approach* 
to a proper appraisal of the ments of the new Agreement 
Besides, the scope of preference on Indian exports remains 
substantially neutered m the new Agreement it may be 
hoped, then, that the analysis of trade m particular commodities 
made here will have not only an historical, but some practical 
mteret The general observations on Impenal preference 
and industnal co-operation and bilateral trade agreements 
require httle modification. 

I am consaous of inadequate treatment of some aspects 
of the subject, but offer my results m the hope that they may 
provide a basis for fiuiher treatment and fuller inquiry. 

I take this opportunity to express my obhgations to the 
Honourable Mr Manohar Lai, Finance Minister, Punjab 
Government, Professor Bnj Narain, Dr L C Jam, Professor 
of Econoxmes, Umversity of the Punjab, and Dr E D Lucas 
for going through the whole or parts of this work and offering 
helpful su^estions. 

*1*0 Mr k^nohar Lai I am's^ieciaUy indebted for contnbutmg 
a very valuable Foreword Dr Jam, besides, kmdly revised 
the proofi for press My thanks are also due to the Librarian 
and staff of the Punjab UmVeraity Library, Lahore, for their 
unfailing courtesy and readm^ to comply with my wishes 

Unless otherwise stated, the source of statistics used is 
Umted Kingdom »or Indian Trade Returns 

B K MADAN 


Lahore 

March 
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INTRODUCTORY 


The EvoumoN of Imperial IwErafeMfisE^ . 


competently narrated The compulsory 
of the seventeenth and eighteenth centuries, unoer'v^ch a 
uniform system of trade regulations was maintained by the 
common legislative authority of the Parliament at West- 
minster, came by a senes of eventful developments to be 
replaced by the modem system of voluntary preferential 
tmff arrax^gements, which culminated m the simultaneous 
condusion of twdve separate agreements at the Impenal 
Economic Conference at Ottawa The Dedaration of 


Independence by the thirteen Amencan colomes in i 776 > the 
pubhcation of the Wedth of NaUons m the same year ; the 
industrial revolution startmg from England ; the imd- 
nmeteenth century tnumph of free trade m the Empire, the 
grant of pohtical freedom to the Colomes and the completion 
of fiscal freedom of the Domimons ; the revolution m world 
transport and commerce durmg the latter part of the nineteenth 
century and the resultmg growth of giant States like the 
Umted States, Russia and Germany , the imtiative of Canada 
m the direction of gratuitous preference for Bntish goods, and 
die persistent pressure of successive Colonial and Impenal 
Conferences towards some form of Empire tariff preferences ; 
the War and all it broughtm its tram, the difiusion of industrial 
activity and the dnve towards economic autarchy, m parti- 
cular durmg the world econoxmc crisis — these were among the 
events and forces which destroyed the old and created the new 
order of Impenal preference 


The new system, which recognizes the complete fiscal 
sovereignty of the Empire parties to preferential agreements, 
their absolute fi%edom to r^ulate the tanff and other instru- 
ments of trade control m the mterests of theirdomesticeconomy, 
has, however, by no means completely replaced the old. 
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2 INDIA AND IMPERIAL PREFERENCE 

The Colonies in the dependent Empire still bear the same 
relation to the mother countiy as the Dominions of today 
did in die later part of the eighteendi^ or early part of the 
mneteenth century. The nature and extent of ^e benefits 
offered in Colonial tariffs to the Umted Kingdom, the 
Dominions and India in return for the advantage of admission 
to their preferential tarifi&, is regulated by the Colomal 
Office. 

The United Kingdom and Protection and Imperial Pr^erence 

We may start ivith a preKmmary but fundamental question : 
What led the Umted Elmgdom to abandon her century-old 
adherence to free trade and re\'ert to protection and Imperial 
preference ^ 

The decisive diift began with the War. At that time, 
important military considerations lay behmd the movement 
towards the economic co-ordmation of the Empire through 
preferential trade 

The more important reasons, however, which impdled the 
United Kmgdom towards piotection and preference, after 
the War, were of a stnctiy econonuc character 

The basic assumption underlymg the pohcy of Free Trade 
in Britain was a system of international division of labour 
in which she was the * workshop of the ^vorld ’, which very 
largely served as her agricultural farm She supplied the 
other countries with the manufactures of their requirement, 
and they in turn produced and provided her "with food for 
her crowded population and raw materials for her speaalized 
industry. This system, which had already been undeigomg 
important changes duung the closmg years of the mneteenth 
century, was further seriously imdermined after the War as 
a result of famihar developments. 

The weakness of Britain’s position in the world markets ivas 
reflected in the permanent slump in her staple eiqiort trades 
Hei return to the gold standard in 1925 at the pre- War parity 
left her cost-structure out of relation with the international 
price level and added to the hardship of her industnes The 
trend of the visible balance of trade was increasingly unfavour- 
able, with nsing imports and declining eiqiorts The advent 
of the great slump mcreased the strain on her economic 
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system The unemployment figures soared, and the burden 
of the dole grew rapidly at a time when the springs of enter- 
prise were being sapped by a heavy weight of taxation, and 
the sources of revenue were drying up An unbalanced 
budget ^vas an umvclcomc addition to an increasingly adverse 
balance of international payments, a^avated by sinking 
income from foreign investments 


Twm Movements 


The United Kingdom was driven off gold* and into 
protection and Imperial preference.^ In the case of the United 
Kmgdom, indeed, it is difficult to think of the one without the 
other, for the narrow island hmits of Britain form too small 
a basis for a sdf-contamed trade pohey : self-suffiaency is for 
her an entndy unpractical ideal ^ 

The great change, which was foreshadowed by the Abnormal 
Importations (Customs Duties) Act, 1931, and the Horti- 
cultural Products (Emergency Customs Duties) Act, 1932, was 
effected by the Import Duties Act That Act imposed from 
I March 1932, a 10 per cent duty on all non-£mpire goods 
not already subject to duty or not mcluded in the attached 
Free lasl^ A Tanff Advisory Committee was also set up 


* Hie fiKton enumerated above woe undoubtedly among the deep under* 
lying causes of the monetary cnsis 

* It IS not implied that the adoption of protection and Impcnol pieferencc was 
inevitable or as mevitable as the departure from gold The twofold policy was, 
however, part of the economic creed of the predominant party, and the prevading 
conditions afforded greater jusufication for its adoption than any previous 
occasion 

3 ‘ The notion that Great Bntam having parted with free trade could onent 
her fiscal pohey on anything but the Empue is purdy acadomc A nftfannat 
protective econonry which nuJees no use of the possibihttes of Empire is outs^e 
^ pale both of pohtics and policy C R Fay, Impend ^nonw and Eememu 
Oodmu, 1934, pp 141.4! 

^ In all £570 milh^ worth of goods (or oonsidembly more than half of 1930 
mports) were made haUe to duty under vanous heatb as Mows * foodstuffs. 


uma Mrivmawa, 1934, p ail ine mosc prommcnt eKamp ien of 
commodities mibally exemptra firom duty are wheat, maize, meat, bacon, tea, 
raw cotton, wo^ flax, mi-seeds, hides ana dons, new^pen, penodicds, boohs, 
newspimt, woodpulp, raw rubber, metal ores, iron and stem scrap, tmwrought 
copper ud wooden pit-props Exemptions might also be granted to goods 
imported mr use in the shipping mdustry 
Of imports m 1930, 83 per cent were admitted fi«e of duty As a 

r^t of the Import Duties Act, the Free List had shnintc to 30 per —nf Aftjp 
Ottawa tlyRw last VTO only 85 per cent Nearly 58 per cent of die imports were 
^ protective duties (Eeommtst, Ottawa Sup^ement, 
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to advise the Treasury regarding increases of duties on any 
goods upon which lo per cent duty might be deemed msuffi- 
cient, which were of a luxury character, or which could be 
produced in adequate quantities in the Umted ELmgdom. 
Additional duties on many articles have subsequently been 
imposed. Gkiods from the Golomes, Protectorates and Man- 
dated Territories were to be exempt from both the general 
10 per cent tariff and all additional duties Gkiods from the 
Domimons and India were likewise to be exempt until 
15 November 1932, but might become dutiable thereafrer, 
unless m the meantime satisfactory reciprocal tariff agree- 
ments were concluded with diem. 

The adoption of a general tanff by Great Britain made 
possible a definite advance in the direction of Impend 
preference It was also an avowed aim of the Bntish tanff 
to faahtate the lowering of tanff barriers m foreign countries 
by offering to reduce it in return * 

The Ottawa Agreements 

First as regards the steps taken towards Imperid prefer- 
ence. Seven of the agreements signed at Ottawa in August 
1932, were between the Umted Kingdom on the one hand and 
Australia, the Union of South Afiica, New Zedand, India, 
Newfoundland, Southern Rhodesia and Canada respectively 
on the other * They stipulated for the exchange of preferences, 
whether by continuance of free entry, imposition of fresh duties, 
maintenance of the existing tanff, guarantee of specified 
margins of preference, or grant of quotas. A further under- 
takmg on the side of the Umted Kingdom was the securing to 
the Dominions of participation in the preferentid tariffs 
of the Colomes Besides, the agreements contained certain 
generd clauses designed to secure conditions of fair competition 
for Umted Kmgdom producers with producers of Canada, 
Austraha and New Zedand m their home markets^ In 
return, there was the imphcit assurance of contmued free 

cf Mr Chamberlain’s speech mtroducing the Import Duties Bill m the House 
of Commons, 4 February 1932 

* Of the remaining five agreements three were concluded between Canada 
on the one side and Eire, die Umon of South Afiica and Southern Rhodes^ 
respecbvdy on the other, and two between Soudi Afiica and Eire, and South 
Afiica and New Zealand 

3 See below Chapter VIII, s 
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access to the United Kingdom market for Dominion pnmary 
products. Though less widely known at the time, these 
dauses were reg^ed by competent observers as potentially 
the more important half of OtUiwa 


Pnnaples and Praettee 

The actual agreements were not quite consistent ^vlth the 
avowed aims of the Ottawa Conference as set forth by leaders 
of various Ddegations The first aim of the Conference, in 
the words of kfr Baldwin, was * to dear out the channels of 
trade among oursdves *, and on bdialf of the British Govern- 
ment he placed before ^e Conference as its general objective 
* the expansion of Empire trade, brought about as far as 
possible by the lowering of trade barriers as between the 
several members of the Empire Actually, m order to give 
preference to Empire produce, Bntam agreed to maintain 
or impose duties on a considerable range of her imports of 
primary products On the other side, too, the Dominions 
gave preference probably as much by higher tariffs against 
foreign goods as by lower tanfSt against the goods of the 
Umted Kingdom Thus, the net effect of tariff adjustments 
made to give effect to the undertakuigs of Ottawa was more to 
restrict Empire-foreign trade than to free intcr-imperial trade 
Agam, the understandmg imphcd in general dauses of the 
agreements on the broad pnnciples that should undcrly and 
regulate Empire trade appeared full of promise But the 
success of a pohey of complementary devdopment such as is 
imphed in this prmaple has been necessarily qualified by the 
devdopment of agricultural protection in Bntam and protec- 
tion of secondary manufacturmg mdustry m the Domimons.” 


Bilateral Agreements 


Following the reorganization of trade rdations within the 
Bntish Empire, the Umted Kingdom conduded a number 
of bilateral trade agreements wiA foreign countnes, as part 
of a pohey of regulated trade devdopment Notable among 
such foreign countries were the Scandmavian countnes, 
Finland, the Baltic States, the Argentme, Poland and the Soviet 


* Gmd 
« See 


low Caiapter VIII, a 
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Union, as well as France, Germany and Italy, with which 
agreements of less comprehensive character were concluded. 
The principles and methods of different agreements differed 
with the trade conditions that existed between the Umted 
Elingdom and any given country. In general the United 
E^gdom had an unfavourable bsdance of trade with most of 
the above countries * She used the strong bargaining position 
thus given, reinforced by the powerful weapon of her new 
tariff and the power of quantitative regulation of certam 
agricultural imports, to push her exports to these countries 
A closer balance was sought to be established between exports 
and imports by confronting the other party with a reduction 
of exports to the Umted Kmgdom, unless it took steps to 
increase its imports from the latter. 

The leader of Free Trade was thus m the van of the move- 
ment towards bilateralism m trade. A moderate measure of 
success undoubtedly attended this pohcy It played a limited 
part in the revival of export trade and m the improvement of 
the United Kmgdom trade balance. But its effects appear 
to have largely worked themselves out And no policy which 
does not secure a hberation of world trade can now give 
complete satisfaction. 

The recent Anglo-American Trade Agreement signed m 
Washington on 17 November 1938 marks an important 
advance in this direction It is a landmark m the history of 
hberal, formal bilaterahsm underlying the recent Umted 
States trade policy (see below Chapter X, 2, 3), as distinct 
from the restrictive, substantive bilateralism, charactenstic 
of German commercial pohcy, and, m a lesser degree, of 
many of the agreements made by the Umted Elingdom herself. 

2 The Evolution of Imperial Preference in India 
Ruling Factors 

The history of the idea* of Imperial preference m India is 
a record of the arguments adduced from time to time by the 

^ In 1933, the Umted Kingdom imported firom the group of countnes 00m- 
pnsing the Scandinavian and Baltic States, Fmland, ^e Aigentmc, and Russi^ 
goods to the value of 3^x50 xnilhons i^inst exports (including re-exports) valued 
at millions 

* Until recently the Indian tariff system had been little affected Impenal 
pieforence, the discussion of which was m a purely theoretical stage 
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Government and leading economic thinkers of this country 
against its introduction in her fiscal policy. Hieir attitude 
towards the question has m a large part been shaped by a 
consideration of the diiftmg cquihbnum of four or five undcr- 
lymg factors * (i) the character of India’s trade ; (s) the 
Section of India’s trade, mcludmg the state of her trade 
balance , (3) the tariff and trade policy of the Umted Kingdom ; 
(4) the commeraal pohaes of foreign states , (5) the extent of 
&cal autonomy enjoyed by India. 

Vtem of the Government of India on Prtferenttal TartffSf jgoj 

The first occasion to define India’s attitude towards 
Imperial preference arose in 1903, when the Government of 
Lord Gurzon were invited by tiie then Secretary of State to 
comment on the Impenal preference resolutions of the London 
Golomal Conference, 1902. The Indian authorities outlined 
tile factors affecting India’s export trade at the time * India’s 
eiqiorts, consisting largely of important, if not necessary, raw 
materials, were for the most part admitted into foreign 
markets either free or on payment of moderate uniform 
duties The purpose of a reaprocal preferential arrangement 
generally bemg to secure freer entry for domestic exports. 
It was obvioutiy unnecessary, because ‘without any such 
system India already enjoyed a large, probably an excep- 
tionally large, measure of the advantages of firee exchange of 
exports and imports’ (Dispatch) 

The character of India’s export trade as wdl as the com- 
meraal pohaes of foragn States thus advised against the 
adoption of a tariff scheme based on discnmmation. 

Imports mto India were subject only to revenue duties 
without any preferential or protective intention. Agam, 
three-fourths of the imports were denved from the Empire, 
and about the same proportion of exports were sent to foragn 
countries This fact at once threatened the largest source of 
central revenues fi:om import duties* and maeased the habihty 
of the export trade to loss firom retaliation at the ba n d s of 

Government of India to the 
^ pteferential scheme be 



8 


INDIA AND IMPERIAL PREFERENCE 


foreign countries, owing to disc^mination against their goods 
in the Indian tariff 

Another important consideration which weghed with the 
Government was the position of India as a debtor, the greater 
part of whose net obhgations are payable m a currency 
different from that in which her revenues are collected 
This made a favourable balance of trade essential for preserv- 
ing her national solvency. The danger of reprisals by India’s 
important foreign customers was emphasized by this considera- 
tion, particularly as her balance of trade with the Bntish 
Empire was adverse, while her trade with foreign countries 
yielded a great excess of eiqiorts over imports * 

The nature of the direction of India’s export and import 
trade thus minimized the probable benefits and multiplied 
the possible dangers of a diif^ential tariff system. 

As regards the converse side of the question, the Govern- 
ment of India thought that in view of the prevalence of 
effective foreign competition over a wide range of imports, 
a substantial preference would be of material benefit to the 
British manufacturer. 

It may be pointed out that the scheme of Imperial prefer- 
ence which die Government of India rejected as unsuitable 
to the circumstances of India, was very unlike what the 
Dominions, who passed the Resolution of 1902, preached and 
practised Protection, or restriction of imports from all 
sources in the interest of the home mdustnes, first , preference, 
or an additional measure of restriction for non-Bntish imports, 
next — ^that was the essence of the protection cum preference 
proposal sponsored by the Domimons Such an assumption 
was unthinkable for the Government of India. India did 
not as yet possess the measure of fiscal freedom which enabled 
the Dominions partly at least to adapt the preferential scheme 
at once to the requirements of their protective policy and the 
satisfaction of their Imperial sentiment * 

* Another important consideration which doubtless conditioned Ac athtade 
of the Government of India towards Imperial preference was the mability ot tnc 
Umted Kmgdom under her existing tariff and fiscal system to reciprocate tne 
preferences mat might be granted to her m India 

* 'ITie participation of India m a scheme of Imperial preference on the 
footmg as self-governing Colomes was dismissed m the Dispatch as not within 
the sphere of pracb^ pohbcs and therefore beyond the range of present 
discussion * 
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The Government of India maintained an attitude of 
conidstent opposition to a general system of Imperial prefer- 
ence on many subsequent occasions In view of the dependent 
political status of the country, however, thdr ad.vice was not 
imnaturally tempered somewhat by consideration of British 
interests as well * 

A Change m the Backgjrmnd 

In 1921 His Majesty’s Government accepted the famous 
recommendation of the Jomt Sdi^t Committee on the Govern- 
ment of India Bdl for the acknowledgement of a convention 
m regard to the fiscal autonomy of India* This changed the 
background of Imperial preference in one vital respect. 
India, if she chose, could now have a protective tariff simultane- 
ously with Imperial preference She could regulate the exact 
form in which preference might be grant^. Prospective 
revenue considerations as such need not have debarred her 
firom entermg mto a preferential scheme ^ 


The Indian Ftsed Cmmisston on Impeml Prtfereneey 1^2 

But the fundamental conditions of India’s economic situation 
had not matenally altered smee the examination of the 
question m 1903 by Lord Gurzon’s Government The 
Indian Fiscal Commission, set up in October 1921, reviewed 

* One of the reasons advanced in the India Office memorandum to the Ckdomal 
Conference of 1^7 against the mtroduction of a protective and preferential tariff 
m the Umted Kmgdom mu that it would lead to demands for protection by 
Indian industries, * which would be diffiadt to refuse, and mjunous to promment 
industries m the United Kingdom, to grant * Sir James Mackay (later Lord 
Indicape) speaking on behan of India m a similar stram m the Conference 
pomted out that * it would be difficult to offer a logical opposition to such a 
demand ’ for protection on behalf of Indian mdustnes [Rtport ^ Pneeedmgs rf 
&e Colotaal Caiffennu, 1907, Cd ^33, p 301) 

* Meanwhu^ the first s^ hadbwi ta^^ by the Government of India m the 
direction of preferential trade m Sqitember 1919, when an export duty 15 per 
cent was imposed on hides and skins ivith a rebate of 10 per rent on exports 
te the countries of the Empire It was a sohtary measure, not part a s^eme of 
Impenal preference (Parallel instances were fitmidied by the imposition m 

igi 6 , of a duty ofafper cent on the export to non-Bntim countries of tin ore 
from Nigeria, the Gold Coast and Sierra Leone, with effect from 30 October igig ) 
The arrangement of a duty and rebate did not work satisfactorily, however, 
and m Mardh 19331 duty was reduced to a uniform rate of 5 per cxnt 

3 India was free to raise her revenue tariff as high as ^e liked could 
grant preference, if she dune, by ramng the general rate The 'loss of revenue’ 
mvolved by a differential tariff is, however, a different matter. See below 
Chapter VII, 4 



10 ^ INDIA AND IMPERIAL PREFERENCE 

the question at some length. They observed a relative 
decline since 1903 in the importance of the British Empire 
in the trade of India.* They remarked that the advantage 
of a preference was likely to be more important for imports 
of manufactured goods into India than for Indian exports 
of raw products.® 

On the other hand, again, the Commission thought that 
India could not grant anything of great value without 
imposmg a serious burden on herself, and that it would not 
be reasonable for her to incur such a burden. The pohcy 
of discriminating protection which the Commission recom- 
mended for the industrial development of the country neces- 
sarily imposed a burden on the consumer, and it was not 
considered proper that she should . be ‘ called upon to bear 
an additional burden on top of this for the furtherance of 
interests which are not primarily Indian *.® 

Dismminaimg Preference 

While a general system of preference was. thus defimtdy 
ruled out, the Commission recommended selective and dis- 
criminating preference on a limited number of articles after 
examination by the Tariff Board, the governing principles 
in the application of such policy to be : 

(1) the approval of the Legislature ; 

(2) the maintenance of the required protection for 

Indian industry ; and 

(3) the avoidance of appreciable economic loss to India 

on balance. 

Subject to these conditions, preference to United Kmgdom 
goods was to be extended as a free gift. In the case of other 
parts of the Empire, however, preference might only be granted 
on a basis of reciproaty by mutual agreement. 

The reason which led the Commission, economic objections 

I 

* India received two-thirds (66 6 par cent) of her imports fiom, and sent over 

one-third (37 3 per cent) of her exports to» the British Empire, ag^st 
three-fourtm (75 per cent) and nearly one-half (47 per cent) respectively at me 
time of Lord Guizon’s Dispatch . . 

* The latter found their markets ready made, bemg usually admitted Irce int 
foreign markets, while the former always met with keen competitiOT and m 
markets for them had to be developed and carefully nursed {Report df the Jtiman 
Fiscal Conmtsston. 1922, p 108). 

3 ibid, p 116 
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notwithstanding, to recommend a modest advance towards 
Imperial preference lay in the broader obligations of Imperial 
partnership and political sentiment ‘ 


Thz Minon^s View 

Those who took a different rilew of the reciprocal obligations 
of Imperial partnership questioned this standpomt . the 
minority of the Fiscal Commission made their support of 
Imperial preference conditional on the attainment by India 
of full responsible Government and an equal status within 
the Empure For, as they observed, the prmciple of Impenal 
preference imphes uncontrolled power to regulate the prefer- 
ence in the interests of each country* 

In the Imperial Conferences of 1923, 1926 and 1930, the 
Indian representatives eitplamed the difficulties in the way of 
India jommg any general scheme of tariff preference mthin 
the Empire, though they showed their concurrence with a 
pohcy of judiaously himted preference * 


Differentud Duties 


On two occasions between 1923 and 1931, Acts were passed 
by the Indian Legislature imposing lower duties on United 
Kingdom goods than on similar goods of foreign ongm. The 


* As tiny observed, ‘ While we do not ignore the material side of the pohcy 
of Imperial preference, we beheve that the sentiment with which it is associated 
IS even more important Adhesion to the pohcy of Impenal preference 

IS coming to be tr^arded as a test of loyalty to the Empire, as a proof that the 
vanous pai^ of the Empire look beyond their own immediate interests and 
recMiiize their position as parts of a great whole We would not have India 
® A 2?® “ ® position of moral isolation withm the Empire a fiee 

gift froiiiJn*a,hwever small, would be wdcomed as a gesture of friendship and 
“ ® JSa I realized her position as a member of the Empire ‘—Report, 

, ™ vf fht Balfour Committee on Indust^ and Trade, loao, p. so 

^ modern pra^ of preferential Customs treatment, as it has up m 

4e sdtgovernmg Dommi^^ is founded on two basic pnnaples of «S^impor- 
autonomy m the construction of tanifr so as to suit the n^ 
^ , (6) so far as IS consistent with the above 

^i ^p le, the admission of goods of Bntish ongm on speaally favourable terms 
®™®pared with imports from other countnes ’ 

Impenal Conference of loaa that 
objection ag^t a general prefcrtmtial tariff did not appll te a 
TT® “ respect of some of the iteS if om 

of advance' Similarly 
declared before the Impenal Conference of row thmAe 
complej^ «. d..! 
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first of these Acts was the Steel Industry (Protection) Act, 
1927, which was to remain in force till March 1934. The 
second was the Cotton Industry (Protection) Act of 1930. 
' In both cases the differentiation in the duties was held to be 
justified purely in the interests of India (judged presumably 
by considerations of discriminating protection). The argu- 
ments by which participation in a general scheme of tarifi* 
preferences might be justified were not invoked on either 
occasion, and the decisions taken did not commit India in 
any way to the adoption of such a scheme.” 

The Indian Delegation to the Ottawa Economic Confer- 
ence carefully recounted all the grounds detailed above for 
the uniform opposition on behalf of the Government of India 
to a general scheme of tariff preference within the Empire. 
Yet, less than six months later, general preference for the goods 
of the United Kingdom was a definite part of the Indian 
tariff system, on the very recommendation of the Indian 
Delegation 

The Change m British Fiscal Policy 

The underlying motif of a change in India’s fiscal pohcy 
is to be found in a change in the British fiscal policy. The 
definite adoption of Imperial preference by Britarn as well as 
the other Empire countries, called for serious reconsideration 
of India’s attitude to this whole question. It ‘ created an 
entirely new situation for India . . It was no longer 

a question of what India stood to gain (by joining a general 
scheme of Imperial preference), but of what she stood to 
lose ’* by standing apart from it 

The Umted Kmgdom was India’s largest single customer 
She was now in a position, as she never had been before, to 
reciprocate the preferences granted her by similar preferences 
in her own tariff. The exclusion of India from a common 
preferential arrangement mcluding the United Kingdom, 
Dominions and Colonies would have been a senous 
matter for her, the more so at a time of declining trade, 
iTirrftajiing restrictions and shrinking markets. 

* Report (jf the Indian Delegation to the Impenal Econootic Conference at Ottawa ^ 
p 7 See below Chapter VIII, 3 
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India’s exports of primary foodstuffs and raw materials 
had to compete cUrecdy or indirectly widi similar exports 
from many other Empire countries. Even in regard to com- 
modities of which India had a piactical monopoly, her trade 
was increasingly exposed to the keen competition of sub- 
stitutes, natural or synthetic. The position of some of India’s 
exports of manufactured goods, too, like woollen carpets 
and rugs, appeared vulnerable in the United Kingdom market. 
The United Kmgdom, moreover, had the powerful weapon 
of adjusting Colonial tanfis which might have been used 
against India in the event of her inability to enter into agree- 
ment with that country 

Altogether the fear of an imminent loss of Empire markets 
practically drove the Government of India to improvise a 
scheme of preferences, necessarily somewhat in haste, in order 
to safeguard the position of India’s exports to the Empire. 
The United Kmgdom-India Agreement concluded at Ottawa 
was, thus, not the result of any decision to make a bold bid 
for new and wider markets. It was frnmed largely as a 
measure of insurance against apprdkended losses. 

UftUed Ktngdom-Indta Trade AgreemerU 

The Umted Kmgdom-India Agreement provided for the 
grant of a preference of 10 per cent (7^ per cent on motor 
vehicles) on a large number of commodities imported into 
India from the United Kingdom, and a similar preference 
of 10 per cent in most cases on many articles imported mto 
the Umted Kingdom from India, varying amounts of specific 
margms of preference on certain other Indian commodities, 
and free entry from all sources of a few Indian commodities 
on which a direct preference was not granted for vanous 
reasons The Agreement was to contmue in force until six 
months after notice of denunciation had been given by either 
party. 

The Agreement was ratified by the Indian Legislative 
i^embly in November 193a, provisionally for a penod of 
toee years The preferences on the Indian side were granted 
by the Inchan Tariff (Ottawa Agreement) Amendment Act 
1932* which came mto operation on and from 1 January 
1933* In the Umted Kingdom effect was given to the 
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agreement by (i) the order continuing free entry after 

15 November for those Indian products which were already 
admitted free by virtue of the Import Duties Act ; and (ii) 
the Ottawa Agreements Act imposing on certain foreign 
products specific or ad valorem duties, which became operative 
from I January 1933, and were later increased in certain 
cases on the advice of the Tariff Advisory Committee. 


Movement for Bilateral Trade Treaties : The Agreement Denounced 


Soon after the conclusion of the Ottawa Agreement, a 
powerful movement of popular, commercial as well as economic, 
opinion began developing in favour of the conclusion of 
bilateral trade agreements with India’s important customers 
including the United ELingdom — ddimte in objective, limited 
in scope, reciprocal, and on a basis of exchange of equal 
favours.* There was a growing feeling that the omnibus 
Ottawa Agreement with its long schedules of preferences on 
imports hindered the conclusion of suitable trade treaties 
with other countries. The feding foimd definite expression 
in the Legislative Assembly on 30 March 1936, when the 
following motion was carried by 70 votes to 65 : 

* This Assembly recommends to the Governor-General in 
Council that the Ottawa Agreement dated the 20th Au^st 
1932, be terminated without dday and notice of denunciation 
be given in terms of Article 14 thereof. The Assembly finther 
recommends that the Government of India should immediately 
examine the trend of trade in India with various other impor- 
tant countries and the United Kingdom and investigate &e 
possibility of entermg into sudbi bilateral trade treaties with 
them whenever and wherever possible to bring about the 
expansion of export trade of India in those markets and 
submit such treaty or treaties for the approval of the ( 
Assembly.’ ® 


* C N Vakil and M C. Munshi, Industnal Polt^ of In^, ^ 34 ; P 69 » 
Journal ofEcorunmcs, April 1937, artide by C N on ‘ WPoli^m 
5 er»fl««(j/'/«rfia,January-March 1936, artidcs W D R Gadgil on Th^ttewa 
Agreen^t’ , Indian Economist, 1936, a senes of artides on Trade j 

^ual Reports of the Indian Caiambcr of Coxnm^, Federatora 

Coznmercf and Industry for the last ^ ycm , Mini^ ‘ 2 *?^^ 

of the Select Comnuttee of the Assembly, which exannned die first year s woriong 


of the Scheme of Preferences , , , ^ 

* Indian Legislative Assembly Debates, March 1936. 
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The Government of India gave sijx months’ notice to termin- 
ate the Agreement on 13 May foUowmg, and this notice was 
accepted by His Majesty’s Government m the Umted Kingdom 
on the same day The Agreement was subsequently extended 
subject to termmation at three months’ notice by either side 
unless It was replaced by a new agreement. 

After protracted negotiations a new agreement to replace 
the Ottawa Agreement was signed between His Majesty’s 
Government and the Government of India on 20 March 1939. 
The Indian Legislative Assembly, after a full-dress debate 
lasting for two days, rejected on 28 March, by 59 votes to 47, 
the motion of the Indian Commerce Member that the new 
Indo-Bntish Trade Agreement be approved On 30 March, 
the Council of State approved the Agreement by 28 votes to 10. 
Announcement had already been made that the Ottawa 
Agreement would terminate on 31 March 1939 The new 
Agreement has come into force with effect from i April. 



Chapter II 

TRENDS IN WORLD AND EMPIRE TRADE 
I. Trends in World Trade : Composition 

An analysis of significant trends in world and Empire trade 
is made in this chapter to furnish the set ting for a somewhat 
detailed examination of the trade of a primarily agricultural, 
raw material exporting country like India. 

The following table summarizes the changes in the com- 
position of world production and world trade since 1929, and 
*932j according to the three broad groups of articles, foodstuffs, 
raw materials and manufactured goods.* 

Ta»;b I 


Indues qf Qjtatiium qf Composthon of World Prodtietton and Trade (1989=100) 



1929 

*932 

1936 

*937 

FoodsU^s • 

Froduchon 

Trade 

Raw Materials, 

Production 

Trade 

Marnfactured Goods * 

Production 

Trade 

Total World Trade 

100 

100 

100 

100 

100 

100 

100 

100 

89 

75 

88 

69 

59 

75 

■s 

106 

96 

III 

X06 

93 

119 

118 

1*9 

86 

97 

Percentage Comjiosttion qf Gold Value 

of World 

Trade 


Foodstufis 

T 

89 

84 

23 

Raw MDaterials 

33 


39 

Manufactured Goods 

39 5 

38 

38 

38 


It will be observed that the quantum of total world trade 
fell by a quarter during the first three years of the depression 
and recovered gradually by 1937 to about the level of 1929 
One fact which emerges prommently from the above 
figures is the considerable lag in trade behind production, 
in the case of foodstuffs and manufactured goods. The lag — 
* World Production and PnceSf 1937-8 , Review of World Trade, 1936, 1937 
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indicative of the trend to self-suffiaency — ^is more noticeable 
m the case of the latter than of the former . The trade in 
manufactured goods, indeed, increased appreciably after 1932, 
but much less than production The influence of economic 
nationalism was growing throughout the period of depression 
and recovery m the case of manufactured goods ; m that of 
food production it would appear from the above mdices to 
have worked out its mam effects by 1932 
Raw materials have naturally been affected least by the 
pohcy of national self-suffiaency pursued m many countries. 
In consequence, smce 1932, there has been a stri king mcrease 
in the share of raw materials of the total gold value of world 
trade from 33 to 39 per cent There has been an equally 
marked dedme m the percentage of foodstuffs from 29 to 23, 
with no change m the proportion of manufactured goods, 
38 per cent.* 


Foodstuffs 

The mdex of the world output of foodstufis was the same 
VI 1935 as m 1932, and the same m 1932 as m 1929 But this 
relativdy stable aggregate conceals within itself a great shift 
in the geographical distribution of world food production : 
It has maeased m the great mdustnal areas, the main import- 
mg countries, which have aimed more and more at sdf- 
sufficiency m respect of food , it has correspon dingly contracted 
m the mam agricultural countries, owmg to a shrinkage in 
their export markets 

A dedme m the quantum of world trade in foodstuffs has 
been a direct result of these %terntonal shifts m production. 

Raw Materials 

There was a marked disparity between the relative move- 
ments of the mdices of the production of agricultural and 
non-agricultural raw matenals as the followine fieurcs will 
mdicate * 


of pnce as weU as miantum movemeats m 
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Table II 


Indues of World Productwn of Raw Materials 
(1929=100) (1932=100) 



1932 

1936 


193a 

1936 

All Raw Matenals 



All Raw Matenals 

100 

148 

(a) Agncultural 

91 

WSi 

fa) Agncultural 

100 

1x8 

(0) Non-agncultural 

66 


(b) Non-agncultural 

100 

159 


The production of non-agricultural raw materials suffered 
much more during the depression, and also felt the stimulus 
of recovery far more, than of agricultural raw materials. 
Moreover, there has been distinct evidence of the trend 
towards self-sufficiency in Europe, in the production of raw 
materials (as of foodstuffs) of agricultural origin. Thus, 
while the world production of agricultural raw mat fi tials 
increased by only 6 per cent between 1932 and 1935, the 
production in Europe advanced by as much as 20 per 
cent.* 

As the recovery in production has been most marked in the 
case of the non-agncultural raw materials, so the recent 
increase in the share of all raw materials of world trade is 
largely ascribable to them.* 

% 

Manufactured Goods 

The last five years have witnessed a process of continual 
and widespread industrial revival, more marked in respect 
of certain countries than of others, and in general more 
characteristic of countries which depreciated their cmxencies 
earlier.® This phenomenon provides the m^'or explanation 
of the recent increase of the relative importance of raw 
materials and particularly of non-agiicultural raw materials 
in world trade. 

^ World Produetwn and PneeSf ig36>7, p 27. 

2 * Among the raw matenals of wludi larger quantities entered mto mter> 
national trade m 1935 than in 19321 wool, rubber, copper, tui, mineral oils and 
coal were the most important * — World Production and Prices, 1935-6, p 95 
Recovery affected producers’ mvestment goods and durable consumption goo& 
more tl»n direct consumption goods 

3 For indices, see Stattstieal Tear-book of the League tf Jfations, 1937-8, p 176 
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2 . Trends in Wobid Trade . DisTRiBxmoN 


The Place of Primary Exporting Counines in World Trade 

The larger share of raw materials m world trade accounts 
for the general mcrease in the share of raw material exporting 
countries' of the total export trade of the world. 

Now the raw matenal production of the world is mainly 
of non-agncultural ongm, agricultural raw materials forming 
less than a quarter of the total output.^ Non-agiicultural 
raw matenals also form the bulk of the exports of raw materials 
from .the raw material exporting countries. Only in the 
exports from a few countries do agricultural raw materials 
outweigh the non-agncultural in importance.^ 

Moreover, the factors bearing upon the production of agri- 
cultural raw matenals are different from those which act 
upon the production of non-agncultural raw matenals and 
more akm to factors determmmg the production of foodstuff. 
Also, the world indices of production of agncultural raw 
materials show comparative lack of fluctuations similar to 
the world mdiccs of the production of foodstuff The pro- 
duction of non-agricultur^ raw matenals (products of forests, 
plantations and mmes), on the other hand, is subject to con- 
ditions alhed to those of manufactunng industry atiij has ^ 
thCTefore, alternately experienced drastic restnction and 
quick and substantisd recovery 
For a study of the spread of recovery in trade in recent 
years, therefore, countries which are exporters of primary 
produce may be divided mto those exportmg agricultural 
products, whether foodstuff or raw materials, those 
exporting non-agiicultural raw ma terials * 

It will be seen from the table given as Appendix B that 
the share of world trade of countries mainly exporting pnmary 


(^tnes m whose escports raw matenals form a larger part than 

or manufacture articles alone India a thus a^v nuSial emortmg 

^ ^ “P”*® ^ “ade up of raw SteS 

andartales m^y munanufactured m 1935-6 Of the restT 87 per cent con- 

^ ^ an^ tobacco 

3 'SSS"®' P “d tables at the end 

* I t a mteratmg to note m tha connexion that the recent asu(> of WnrU 
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products increased between 1932 and 1935 from 26*7 to 
29 • 7 per cent. Of this the share of countries which primarily 
export non-agricultural raw materials increased from 7*7 
to 9*2 per cent, while the share of countries whose most 
important exports consist of agricultural products rose from 
19 to 20*4 per cent : the former increase was relatively 
much greater than the latter.* This is in keeping with the 
nature of recovery characteristic of the past few years.* 
India belongs to the class of agricultural exporters. There 
was a moderate improvemait in her relative share of world 
export trade from 2*76 per cent in 1932 to 3*19 per cent 
in 1936, and a slight recession to 3*07 per cent (including 
Burma) in 1937. In 1929, this share was 3*56 per cent. 
There would thus appear to have taken place an apparently 
permanent decline in the position of India’s export trade 
since the onset of the depression. 


3. Trends in Empire Trade : Distribution 


, World Trader Empire Trade^ InUr-Imperial Trade 

The changing composition of world trade and its bearing 
on the export trade of agricultural and other raw material 
producing countries has been considered. An attempt will 
now be made to examine briefly the relation of Empire to 
world trade, as weU as the changing distribution of Empire 
trade, and to analyse the probable causes of observed trade 
movements, inclucflng the part played by the Ottawa 
Agreements in bringing them about. 

The following table shows the relation of Empire to world 
trade and the relative importance of inter-imperial trade 
in the total trade of the British Empire.® 


* In 1936, the rates of progress of the relatove shares of agncultural and non- 

agncultural exportmg countries were about equal. . . 

* The foUowmg statement of Mr D Ghosh, therefore, ignores the ess<mti^ 
nature of the recovery that has taken place * Among a sdection “ 
exporting countries which are gct^phicafly scattered ov» the ^holc 
w^A^ort all different varieties of raw materials and have 

mm-ket Annexions, India m spite of the agr^ent P^gressed ^ 
others, though she shared with &em the Mcral benefite of 
demand for raw materials ’—/Zewflon qf Ottawa, 1936, PP. 

demand for raw matenals was more charactensUc of non-agncultural 

than of agncultural raw matenals 
3 Renew qf World Trade, 1936, pp I5» 2* . * *937. PP- *0. 2° 
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Table III 

World Tnekf &nptre Tradt and Inler-Impenal Trade 



1929 

193a 

1936 

1 *937 

World trade gold value index 

xoo 

(100) 


46 

(»8) 

Empixe trade gold value index 

100 

(100) 

40 

(104) 

49 

(126) 

Empire trade percentage of world 
trade 

27 9 

27 5 

30 8 

29 8 

Inteivimpecial trade percentage of 
total Empire trade 

25 7* 

29 I 

go 6 


Inter-lmpenal trade . percentage of 
world trade 

7 2 

8 

9 5 


Empire>fore^ trade percentage of 
world trade 


19 5 

21 5 

— 


* This percentage remained fhe same m iggx 


Dtiring the period of operation of the Ottawa Agreements 
(or after 1932) it appears that the gold value of Empire trade 
mcreased more than of world trade As a result, the pro- 
portion of world trade represented by the British Empire 
increased from 27^ per cent in 1932* to 31 per cent m 1936.* 

The relative importance of mtcr-Impened trade in the total 
trade of the* British Empire was also mcreasmg at the same 
time Trade among the countries of the British Empire 
thus formed an expandmg share of an increetsing proportion 
of world trade . it went up from 7*2 per cent of world trade 
m 1932 to 9*4 per cent m 1935 and 9*5 per cent in 1936. 

RdatLvdy to world trade, the Empire trade with fordgn 
countnes was also increasmg ; it went up from 19*5 per cent 
of world trade m 1932 to 20*4 per cent m 1935 and 21*5 
per cent m 1936 This increase was, however, sro^er than the 
rdative mcrease of Empire trade as a whole and still smaller 
than the rdative mcrease of mter-Impenal trade. 

Direction of Empire Trade : Post-War Period 

After the War, England had come to depend more on the 
Empire alike for the supply of her imports of foodstuffs and raw 
materials and for the disposal of her exports, mostly of manu- 
frictured goods, than bdore 

* a6 7 per cent ui 1931 

* In >937 >t receded to 30 per cent again 
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In direct contrast, all the five meyor British countries 
derived a smaller proportion of imports fi:om, and sent a 
smaller proportion of exports to, the United Kingdom during 
the post-War period than in the pre-Wax year. While the 
share of the Empire in England’s trade was on the increase, 
England’s share in Imperial trade was diminishing/ 

igsgsi : Stabili^ of United Kingdom Demand 

The onset of the Great Depression had far-reaching effects 
on (the volume as well as) the direction of Empire trade. 
The catEistrophic fall in the prices of agricultural commodities 
and the severity of the depression in the important Empire 
countries led to a decline in the Empire’s proportion of United 
Kingdom imports from 29*4 per cent in 1929 to 28*7 per 
cent in 1931.* The tendaicy to increasing dependence 
of the United Kin g dom for her imports on the Empire 
countries, noticeable before the depression, was thus slightly 
reversed Similarly the proportion of exports of United 
Kingdom produce going to the Empire declined slightly 
fi:om 44*5 per cent in 1929 to 43*8 per cent in 1931. 

On the other hand, again, the tendency to diminishing 


Table IV 


Percentage Es^^orts to the Umted Ktngcbm Jhm the Overseas Bmpvrfi 



Annual average 
i 9 a 4 ^ 9 /* 924^5 
to igsg*3o 

1929 

*931 

Canada 

33 4 

24*6 

28 3 

Union of South Africa 

50 5 

50 

38-4 

India 

22 7 

21*2 

26 8 

Australia 

40 5 

36*8 

52*9 

New Zealand 

77 7 
go I 

73 7 

88 

Eire 

99 5 

pff 3 

The Domimons and India 

35 6 

4a g 


I * This meant that the Mother (Country’s dealings were less widely distabutcd 
geographically, whereas the trade of the Overseas Empire was more so Golanml 
tode had eicpanded while that of the Mother Country h^ contracted The 
Empire looked less towards England,' but England looked more towards the 

Empire’ — ^Andr6 Siegfried, Ow, * 93 *»P - , , , r-n— 

* ‘Hus ^vas entirely accounted for by the dec^e of India s proportion from 


^ 3 j^TOOTi^wSwnber 1934. IntmaUonal 

Table (h ) , Statistical Abstract for the British Empire, 1925-34 (Trade and 
Commerce Section) 
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dependence of the Empire on the Umted Kingdom markel^ 
strikmgly manifest in the years of post-War revival, was 
decide^y reversed by the depression. 

The remarkable restive increase of exports to the United 
Kingdom from the main Empire countries (except South 
Africa) shown by the above figures from 1929 to 1931 was 
not due to any tariff preference in that country. It was 
explained by the greater relative stability of United Kingdom 
demand during the depression. At a time when foreign 
markets were rapidly shrinking and everywhere fresh barriers 
were raised to imports of agricultural produce, the United 
Kingdom remained the only large free market. 

The marked stability of her demand during the early period 
of the depression (1929 to 1931) was indeed evidenced by the 
trade statistics of almost every country in the world.* The 
Empire countries were thus not in a dass by themsdves : their 
relatively greater dependence on the United Kingdom was 
no peculiar phenomenon, but part of a general tendency.* 
The United Kingdom demand was a pillar of strength all 
round, and different countries derived support from it in 
proportion to their dependence on that market. 


The tables overleaf give the distribution of the trade 
of the Umted Kingdom and of the Overseas Empire from 
^ 93 1 to 1936-® 

Certain facts are dearly brought out in these tables. 

(i) There has been a marked growth in the share of the 


■'The Umted Kingdom share of the total value of the world’s import trade rose 
i.® to 17 84 m 1931 Between these years, the rdative 

sow m the Umted Kingdom shows more or less appreciable increase m the export 
tode of twenty-three European countries, all the countries m Asia and Oce^ 
tor winch statisbcs are availaWc,with dight exceptions, and i 8 out of ai countries 
contment See Jntermttamd Trade StaUsttes, 1934, Summary 

* Sir George Schustw m die special supplement trf Eemmtst on ‘Empire 
^ Ottaw Nw^ber 1934, drew attention to the stabflity 

Se to 1931, however, 

we s tabihW ^ the United Kingdom market was equally lemar^Ue for the 
^^cte of othw ^tnes £d^ the share of fot^ countries Umted 
^^pdosa import trade improved fiom 69 4 per cent m 1929 to 71 2 per 

4 P^iSiatmeta of the Trade qfihe Umted Kmgdrnn, 
930* V 61 rV , lateruatumal Trade Statuttes, 1934 - 7 . Summary Tables 
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TABZiB V 


Percentage Dtstnbutton of Untied Kingdom Trade, iQguj 



Domestic Exports 


Bnports 



1931 

193a 

1936 

1937 

1931 

1932 

1936 

1937 

Canada 

5*3 

4*5 

5*3 

5*3 

3 8 

6 X 

8 8 

8 6 

Australia 

3*7 

5*5 

7*3 

7 2 

5 3 

6 5 

7 a 

7 „ 

New Zealand 

a 9 

a 9 

3 9 

3 9 

4 4 

5*3 

5 X 

4^ 

Union of South Africa 


5 

8*5 

8 

*•5 

3 2 

X 6 

I 8 

India 

8 3 

9*3 

7 7 

7 5 

4*3 

4 6 

6 1 

63 

Eire 

7*8 

7 -x 

4‘8 

4 I 

4 2 

3 8 

2 4 

2 I 

Total Empire 


45*4 

49 a 

4d 3 

s 8 7 

35 3 


39 4 

Empire emuding Eire 
Foreign Countnes m 

36 

38 3 

44 4 

44 2 

24 5 

3 * 5 

36 8 

37*3 

the Sterhng Area^ 

16 

16 

y I* 

t 

X9 6 

2 X 7 

20 it 

. t 

Total Sterhng Area^ 

59 8 

61 4 

6o‘3 

t 

48*4 

57 

59 a 

. t 

Gkild Bloc Goimtnes 3 
Other Foreign 

16 


n I 

+ 

+ 

x6 8 

xx 4 


. t 

Countnes 

24-3 


32*6 

4 

34 8 

31 5 


• + 


* In 1933, 1934 and 1935 the corresponding Qgures were 17 8, 17 9 and 
17 7 respecbvdy 

J sa per cent in 1935. 

Wim the fall of fiie former gold bloc, the distinction between currency 
groups ceased to have the same sigp^cance for purposes of trade 


Tabus VI 


Percentage Distribution of die Trade of die Overseas Empire, iggr-y 



Imports from Umted 
Kingdom 

Eamorts 

Km 

to Umted 
^om 

X93X 

X93a 

X936 

X937 

X93X 

X932 

1936 

1937 

Canada 

Austraha* 

New Zealand* 
Umon of South A&ica 
India 

Eire 

X7 4 

39 6 
49 X 
44 6 
36 7 
80 8 

20 7 
40 

5X at 
46 I 
376 
76 6 

X9 4 
40 7^ 
49 9t 
46 3 
39 0 
53 3 

18 2 

41 6 
50 2t 

42 6 
3X 5t 
50 

28 4 
44 9 
89 7 
78 5 
27 4 
96 3 

32 6 

82 3 
27 8 
96 2 

39 4 
50 5^ 
80 2t 
83 8 
3X 9 
9X 5 

38 4 
48 8 

76 t 

78 5^ 
3X it 
go 8 


* Years endmg 30 June. Countnes of ongm 
t Exdudmg roeae 
J Excluding Burma from i April 


* The Argentine, Bolivia, Brazil, CSolumbia, Denmark, E^t, Estonia, Fmland, 
Japan, Norway, Paraguay, Portugal, Siam and Sweden {Beport of the Bank for 

International Settlements, 1935) , *1. • j . 

* foreign countnes enumerated m footnote r the stoling area included, 
according to the same Beport, the countnes rf the British Empw, other thm 
Canada Canada has, however, been mcluded m the above table with the 

“*^^EL^,*^HoUand, Italy, Belgium, Poland, and Switzerland 


















TRENDS IN WORLD AND EMPIRE TRADE 25 

Empire of the United Kingdom export and import trades, 
the increase being particularly remarkable in the latter case. 
This increase has occurred despite a considerable decline 
in the United Kingdom’s trade with Eire British imports from 
the Empire (indudmg Eire) increased from 29 per cent in 1931 
to 39 per cent in 1936, and, exduding Eire, from 24 to 37 per 
cent Exports to die Empire inoreased from 44 to 49 per cent, 
and, exdudmg Eire, from 36 to 44 per cent over the five years. 

Thus the tendency to mcreasing dependence of the United 
Kmgdom on the Empire, both for the supply of imports and 
the sale of exports, already observed in the post-War years, 
reasserted itsdf after the temporary reversal in the few years 
immediatdy precedmg and following the beginmng of the 
depression * 

(2) In the post-War penod, the increasing reliance of tbe 
Umted Kingdom on the Empire had no counterpart on the 
side of the Empire countries, because of their rapidly expanding 
trade with foreign countries In the penod of depression and 
subsequent recovery from 1931 to 1936, however, there was a 
paralld trend m the trade of most of the Empire countries 
towards mcreased rehance upon the Umted Kingdom m 
respect of their imports and exports alike 

(3) In the case of the Empire countnes, the increase of 
their proportion of exports to the United Kingdom was 
greater than the increase of thar percentage imports from the 
same country Conversely, in the case of the United ELmgdom, 
the increase of her relative imports from the Empire countries 
was greater than the increase m the proportion of her escorts 
sent to them 

(4) The proportion of both the import and export trades 
of the Umted Kingdom with the foreign countnes in the 
sterling area also showed an increase between 1931 and 1935. 
(Trade agreements had also been concluded with many 
foreign countries m the sterhng area) 

(5) There was an appreciable relative dedme in the trade 
of the United Kingdom with the five central European countnes 
of the former gold bloc, and with other foreign countries, 
most important of which was the Umted States. 


-A?*” temporary revmal occurred from 1937 to 1930 m the case of exports, 
and from 1935 to 1931 m the case df imports ^ 
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The decline was more marked in the case of imports from, 
than of exports to, these countries, even as the improvement 
was more noticeable in the case of imports from, than of 
exports to, the sterling group of countries. 

4. Causes of Relative Increase of Inter-Imperial Trade 
AND OF Total Empire Trade 

(a) United Kingdom Import Trade 
British Protectionism 

On the side of imports into the United Kingdom, probably 
the most important factor responsible for the pronounced 
change in the distribution of trade has been the adoption of 
protection by Britain. The imposition of high tarifB on the 
importation of practically all manufactured goods in the 
pursmt of a poUcy of protection would quite naturally diminish 
the share of import trade of the manufacturing countries of 
Europe and North America, and automatically increase the 
proportions of the agricultural countries supplying raw 
materials and foodstufrs. Of these the countries of the 
British Empire are most important. 

Industrial Revival in the United Kingdom : Recovery of Raw Material 
Imports 

The industrial revival in the United Kingdom and the 
increase in the domestic production of manufactured goods, 
moreover, led to an increased demand for industrial raw 
materials, of which the Empire countries derived full ben^t 
The following table shows the changes in the composition 
of United Kingdom import trade classified according to three 
broad groups, during 1931-6.* 

The figures rdating to indices show that tihe United Kingdom 
imports of manufactured goods fdl much more than of raw 
materials during the first one or two years of deepemng 
depression, and have increased much less than the latter 
during the subsequent years of recovery. As a result, the 
proportion of imports of manufactures, which was 30 per cent 
in 1931, had been reduced to only 24 per cent in 1935* 

^ Percentages and indices are calculated from United Kuigdm Trade Returns 
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Table VII 

CmpostUon of Untied Kingdom Import Trade 



1931 

1932 

1933 

1934 

1935 

1936 

1937 

Foodstufis, per cent 

48 

53 

50 

47 


45 

42 

Raw Matanals, per cent 

so 

23 

27 

29 

s8 

29 

31 

Manufactures, per cent 

SO 

22 

22 

23 

24 

25 

27 


Indices 


Foodstufis 



100 

90 

82 

83 

85 

92 


Raw Materials 

• 

• 

100 

95 

X04 

XSI 

122 

143 

182 

ManuGutures 

• 

• 

100 

j 

60 

58 

66 

7* 

8? 



was 27 per cent in 1937. On the other hand, the proportion 
of raw materials went up from 20 to 31 per cent. 

Considered together with the composidon of imports from 
the Empire and foreign countries respectively, the increased 
imports of raw materials afford an important part of the 
eicplanation for the increase in the relative share of the Empire, 
or the decline in the relative share of foreign countries, m 
the import trade of the United Kingdom 


Table VIII 

Commodity Composition of United Kingdom Imports from British and Foreign 
Countries {Average 1^8-31) 




\ 

B 


Percentage of total dass 

Percentage m eadi class 


imports firom 

of imports finm 


Bntuh 

Foreign 

Bntish 

Foreign 


Countnes 

Countnes 

Countnes 

Countnes 

Foodstuffi 

Raw Materials 
Manufiwtuies 

Total 

P 

xo 

P 

64 

90 

58 

3* 

xo 

40 

23 

36 

29 5 

70*5 

xoo 

xoo 


It appears (Table VIII above) that a stnkmgly greater pro- 
portion of imports from fore^ countries (36 per cent) than 
from Empire countries (10 per cent) consisted m 1928-31 
of manufactured goods, and a correspondmgly smaller 
proportion of imports from foreign countnes (64 per cent) 
fhan from the Empire (90 per cent) was made up 'of raw 
materials and foodstuffs together. 
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Or, again, of the imports of manufactured goods against 
which the policy of protection was specially directed, go per 
cent were derived from foreign countries and only lo per 
cent from the Empire. 

\ 

Rise in Raw Material Prices 

The increased value of raw material imports wajs a composite 
of larger volume and higher prices. The recovery of agri- 
cultural prices after 1932, too, played its part in restoring the 
proportion of the value of United Kingdom imports consigned 
from the Empire countries : the disparity between the prices 
of foodstuffs and raw material and the prices of manufactures, 
which was caused before 1932 by the diverging movements 
of the three sets of prices, has been largdy remedied by con- 
verging trends since.* 

Comparative Freedom of Trade 

Another factor responsible for the relative enlargement 
of inter-imperial trade was its comparative freedom from the 
severe forms of trade restriction The unequal pursuit of 
self-sufficiency — ^the trend to autarchy was stronger in many 
Europeein and South American countries than in the British 
Empire — ^was an important factor influencing the course of 
trade. 

Current Deprecmtion and Exchange Stability 

Moreover, the membership of the sterling area conferred 
a twofold benefit. Currency depreciation relieved the 
countries concerned of the severe strain to which tiheir economic 
structure had been subjected by the powerful downward 
pull of a declinmg international price level * But ‘ apart 

* The indices of the gold pnce level of foodstuffs, raw matenals and manu- 
&ctured articles with igag as base were 52, 44 and 64 respectively in igss 
the pnces of primary products had fallen mucm more than of finished goods In 
xg37, the same mdices were much closer togedier, being 45 5, 46 and 5I' 5 
respectively 

“ In this connexion, there is no doubt that tlie adherence to gold of the fonntff 
gold bloc countries m the face of aU round currency depreciation penalize 
their export trade except among themsdves Although they were speaaUy 
affected by the Bntish Tanff on manufactured g^ods, it would appear that the 
appreciation of their currencies m terms sterhng was one principal reason for 
their smaller share m the Bntish import trade, and consequently to some extent 
for the rdativdy h^her share rf the Empire countnes. 
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from the closer adjustment of domestic costs to world prices 
achieved by members of this group through currency dcprccia- 
tion^ the expansion of the trade of the sterling group may, 
to an important extent, be ascribed to the fact that this group 
represents a wide area of mutually fixed exchange rates, and 
that trade between members of the group has consequently 
been relativdy little hampered by the risk of exchange 
fluctuations 

Trade Agreements 

Trade agreements had also been concluded by the United 
Kmgdom with many countries m the sterhng area and tended 
to mcrease her trade with these countries. 

The Ottawa Agreements 

The Ottawa agreements could not by their nature lead 
to any material mcrease m the Umted Kingdom’s imports 
from Empire countries, except by a diversion of trade from 
foreign to Imperial channels They did not make for any 
defimte net reduction of tariff and other trade barriers but 
mvolved the imposition of fresh barriers against foreign 
imports A not unimportant part of the relative increase in 
imports from the Empire may, however, certainly be ascribed 
to the tanff adjustments and quota arrangements effected 
by the Ottawa agreements 

(A) Export Trade of the Overseas Empire 

The increasing rehance of the United Kmgdom on Empire 
sources of supply had its counterpart in the increasing depen- 
dence of the Empire countries for thdr exports on the Umted 
Kmgdom market This latter tendency is also accounted 
for largely by the same factors— the marked revival of industrial 
activity in the United Kingdom followmg the adoption of 
protection, mcreased demand for raw materials, which the 
countries of the Empire are peculiarly adapted to supply • 
the improvement m the relative prices of raw materials • 
the fact of exchange stabihty between the Umted Kmgdom 
and other countnes of the Empire, as also the alleviation 

* Beoaw ef World Trade^ *935» p 6o 



30 INDIA AND IMPERIAL PREFERENCE 

afforded by currency depreciation ; and the favourable 
fiscal basis of ‘mutual trade provided by the Ottawa Agree- 
ments.* 


Trade Diverting and Trade Erdar^ng Factors 

The above analysis of the factors underlying the tendencies 
of Empire trade before and during the depression and before 
and since Ottawa has not made possible any precise estimate 
of their rdative importance. All the factors in combination 
have tended to bring about the appreciable relative enlarge- 
ment of inter-imperial trade which constitutes the most 
noticeable feature of the changing distribution of Empire 
trade during recent years. They also account, in great part, 
for the increase noted above in die share of the British Empire 
of the total trade of the world. A broad distinction may be 
made between primarily trade-diverting and trade-enlarging 
factors.* British protection and Empire preferences tended 
largely to divert trade from Empire-foreign to inter-imperial 
channels : the favourable basis for mutual trading provided 
by adherence to a common currency standard and exchange 
depreciation may be regarded both as tirade-enlarging and 
trade-diverting : recovery in production, agricultur^ and 
industrial, and in prices of primary products was primarily 
trade-enlarging rather than trade-diverting in« its effects. 
It may be that the increase of trade resulting from the action 
of trade-enlarging factors flows more and more into mter- 
Imperial channels because of the simultaneous operation 
of trade-diverting influences. This, indeed, appears to have 


* On the side of exports from the United Kingdom, agam, an apmeaable 
improvement has been noticed in the proportion consigned to the Overseas 
Empire, and a corresponding mcrease m the proportion of impo^ of the imp^ 
tant Empire countries denved from the Umted Kmgdom This agmn is 
ciendy explamed by the causes discussed above, with some redistribution oi 
emphasis Inter-Impenal exchange stabihty is a factor of as «»jch impoi^M 
as it was on the import side of &e Umted Kingdom trade The fisc^ poUcy 
of the United Kmgdom and domesbc mdustnal revival m that country, oi Murse, 
come only mdirectiy into the picture But the recovery m the pn^ of raw 
products enhanced the purchasmg power of the ovmeas 
mid attracted an mcreasmg proportion of Umted I^gdom exportt of capitei 
and consumption goods As regards the part played by the 
It is important to remember that they widenrf the scope rad merged 
of prefoence m favour of the Umted Kmgdom, but made no radical mnovabon 

™*^^iScwimg as they tend more to change the dirccbon of trade than to mcrease 
Its aggregate volume or vice versa 
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largdy taken place : mter-Imperial trade has increased 
rdatively to Empire-foreign trade, but Empire-foreign trade 
has also mcreased rdalivdy to world trade. In other words, 
the Empire’s percentage of world trade has increased ; both 
inter-imperial and Empire-fordgn trade have shared in this 
increase,: but inter-Impenal trade has had more than its 
proportionate share, Empure-foreign trade has had less than 
proportionate share The former was hdped by both 
dasses of factors ; the latter was hdped by one and hindered 
by the other dass of Actors, though the hdp outweighed the 
hindrance. 

It is significant in this connexion that the biggest increase 
of mter-Impenal trade, firom 25*7 to 29* i per cent of Empire 
trade, took place in the very first year of the operation 
of the protective cum preference policy of the United Eangdom. 
■After 1932 the increase of mter-Imperial trade became much 
slower and was much smaller than the mcrease of the Empire’s 
proportion of world trade: other factors like the larger 
production and higher prices of raw materials and revival of 
industrial demand in the Umted Kingdom became more 
promment. 



Chapter III 


TRENDS IN INDIA’S EXPORT TRADE AND 
EUROPEAN COMMERCIAL POLICY . 

I. Trends in India’s Export Trade : General 

A brief study is made in this chapter of variations in the 
volume, value and direction of India’s export trade with an 

attempt at some explanation of the main trends. 

- • 
j 

Quanium and Prtce Level of Indum Exports 

The following table shows the changes in the value, the 
quantum and average price level ^ of exports of Indian 
merchandise during the last decade.^ 


Table IX ^ t 

Vabu, Qpanbm and Pnee qf Indum Exports 



1937-8 

Annual 

average 

of 

1927-30 

J932-3' 

1933-4 

1934-5 

p 

1935-6 

1936-7 

Value (Rs Grores) 


320 

132 

147 

152 

161 


Index, Value 


100 

41 3 

45 9 

47 5 

50 3 





100 

III 

115 

121 


Index, Opantum 

TOO 

104 4 

74 9 

86 2 

87 8 

88 4 

WSHKi . 




100 

115 

117 

1 18 


Index, Pnce 

100 

96 2 

55 3 

53 5 

54 I 

56 9 

1 

Wm 


By 1932, when the export trade touched bottom, there had 
been a fall of 25 per cent in the quantum of Indian exports, 
and of 45 per cent in their average price level, together 
m alcmg a fall of 58 per cent m total value. In the four years 
following 1932, the value of exports mcreased by nearly 
50 per cent, ^most entirely due 'to an improvement in 
quantum. 

* Remew of World Trade, 1937, Annex ll, pp 84-5 for indices of quantum and 
the pnce level The indices are the same as given m the annual Review of the 
Trade of India 


3* 
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TRENDS IN* INDIA’S ENPOin’ 'IRADi: 

Export Trade of India Of‘d ef tie Oi rrseoK Empire 
A comparison is made in the fnllouing table between 
changes in the e.\pori trade of Iiuh.i am! the t'»ial espori 
trade of the British Empire less the Unitcel Kintjdom, in the 
whole of the OterstMs r.mpirc/ whith i< generally in a 
of cconomir development similar ti» that of India. 


Tamj X 

Exfftt Trad* ef e**/ t*jf /— / *t t^’r ttn'f* /.f*" 

iC fn«Hwn‘i 


(iMndta* . i 

Index 

Index I 

(a) Bniisli Cmpirr trs.^ j 
United Kingdom 
Index . , 

Index 

(i) ns percentdi^e 
of (a) . . 


lp 27 -«l I 


1*113 

103 { 


Q 

«y» s ' 

' no a 

111 *1 

l.‘0>li 

IM I 



^7 

5' 



1 ttt 


tst 

r,ni j 

; 

' V-R7 

yv! 

ri7«* 

iro 1 

1 4^ ! 

f ?'» ' 

S'i ‘ 

Vt 

I 

ion ; 

1 , 

iij 

UJ 

i 

2rr> i 

I 3 i 

! »2 7 



1 

t ! 

1 

«r 9 



M7 ■» 
> 4 ^ 
t*'j7 

r» 

fif 


* Finannal )cir ending 31 Mveli of the rulIrMiitg 


A reference to the indites with 1932 as bast* brings mit the 
close similarity in the rale of development of the export 
trade of India and of the whole Oversciis Empire since that 
ycai. The percentage share of India of the trade of the latter 
has been more or less stable at a little oxer onc-rifih The 
earlier decline in that share from the average of 2ij *5 ppi tent 
during the pre-depression triennium to ei *3 pei tent in 1932 
has not, however, been made good.® 


DlSlRinUTION 


2. Trends in India’s Export Trade 

Direetion of India's Export Trade 

The following figure of the percentage distribution of 
ndian exports (including rc-evports) among her important 

agB«gat«. of the (d^cstic) expom of ilw Uommioni nnd India 
£ Icmton« under cSndSminaim’ 

sStwS) Ike Br,tuh I^p„e, ujas-sG ('Iradc and Commcrec 

recession in India’s sJnrc of the Oionens 
“ l^Uy found in ihc exceptional seventy of ilie slumi> in the 
rf ^**®?‘* “Sncultural exports, £ indicated by a compaS of c 
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markets show the trends in the direction of export trade since 
the beginning of the depression.* 

/ 

Tabub XI 


Percentage DistnbuUon of India* s Export Trader 



1929-30 

1931-a 

1932-3 


f 

1934-5 

1935-6 

1936-7 

United Kingdom 

21 8 

82*9 

88 

32 2 

31*6 

31*5 

32*1 

Germany 

8*4 

0*3 

6*5 

6*5 

4*5 

5*9 

4*7 

France 

5-3 

4*8 

6 

4*9 

3 2 

» 4*4 


Belgium 

3® 

8*8 

3 

3 „ 

8 6 

3*4 

3*6 

Italy 

3 6 

3*4 

3*5 

3*8 

3 8 

2 2 

a 4 

Netherlands 

3*8 

3 

3 

2*7 

1 9 

2*3 

2 2 

USA. 

11 6 

8 9 

7 4 

9 6 

8 3 

10 I 

9*5 

Japan 

10*8 

87 

10 3 

8*5 

i6*i« 

13 4 

15*7 


The increase in the proportion of exports going to the 
United Kingdom from 21*8 per cent, or somewhat over 
one-fifth, in 1929-30 to 32 *2 per cent, or a little under one- 
third, in 1933-4 is remarkable. But lie greater part of this 
increase in the share of the United Kingdom (from 22 to 28 
per cent) had taken place in the two years from 1929-30 to 
1931-2, tihat is before the grant of preference in March i 932 > 
by the Import Duties Act. 

It is thus cleeir that the tendency of India’s export trade 
to rely more and more on the United Kingdom market did 
not originate with the coming into operation of the Ottawa 
preferences. The trend of raports after Ottawa does not 
appear to have been characterized by any striking new 
development. There was only the continuation of a tendency 
which started® in a pronounced form with the beginning of 
the depression and was at the time part of a more general 
phenomenon.® 

There is noticeable at the same time, in direct contrast, 
a distinct tendency towards dechne in the share of principal 
European countnes of India’s export trade The proportion 
of exports taken by five European countries included in the 


* Rmeuo of the Trade of India, 1933-3 — 1936-7. 

a Pnor to iqs8 there was a shght irregular tendency to decline in the relative 
share of the United BLingdom of Indian exports That share was 23 4, ®9 
33, 25 and 21 4 per cent respechvdy in J9J3”*4» t922-3» igay-o 

and 1928-9 

3 See above Chapter II, 3 
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above table fell from 24 per cent in ig2g>30 to i6 per cent 
in ig34-5 It has shown no deiimte improvement smce. 
It is, however, significant that the greater part of this decline 
occurred fl/fer ig32-3 (when the share of the five countries 
stood at 22 per cent), whereas the greater part of the relative 
increase in, exports to the Umted Elmgdom had taken place 
ig32-3 

Besides the United'Kingdom, the share of Japan of India’s 
export trade underwent a striking mcrease. After some 
alternate improvement and recession there has been a sus- 
tamed and distmct rise in the proportion of In dian exports 
taken by that country, from less than g per cent in ig3i-2 
to nearly 16 per cent m igsfi-y. 


CorreltOion between Vanatum of Industrial Aetmtyy Value of Imports 
and Indian Exports to Principal Trading Countries 

The causes which might account for the increased depen- 
dence of India on the United Elmgdom market have been 
discussed m the last chapter in connexion with the Empire 
as a whole A sort of a broad and general relation is observed 
between the variation of industrial activity m (of the value of 
total imports mto), and of the value of Indian exports to, 
important tradmg countries* While no precise conclusions 
can be denved from such roughly paralld variations, they would 
appear to afibrd an important part of the explanation for 
the appreaable change m the volume and direction of India’s 
trade during recent years For, while the general incidence 
of the depression, as reflected m a dechne of mdustnal activity 
and fall m the import trade of her important customers, 
accounts for the great fall m the volume and still more m the 
value of her export trade, the varymg madence of the depres- 
sion m the case of different countries also accounts to a 
not ummportant extent for the change in the distribution 


* A ^ereuM to indices with igaS as base will show that accept for Tanan the 

during thel^S^Ste m 

^ustn^activity a^ m die <rf Indian craorts is the same for seven countries 

® cc^pondence between the order accorS to dediM 
and accordmg to the fidl in the vahSrf^gir uSjS (m 
rational currmoes) in die case of these seven countries the United 

th^east dike in industrial activity and in the value of 
unporls in 1932 as compared with igaS “ vaiue or 



36 INDIA AND IMPERIAL PREFERENCE 

of that trade between 1929 and 1932 (or 1933) — particular 
for the appreciable deflexion of its flow away from Europe 
and towards the United Kingdom, and latterly towards 
Japan. 

India's share of United Kingdom Import Trade 

The following table shows the relative position of India and 
the Empire as a whole in the import trade of the United 
Kingdom. 

Table XII 


Percentage of United Kingdom Imports from India and Other Empire Countries 



1 

1929 

1931 

1938 J 

1933 

1 

1934 

*935 

1936 

1937 

India 

5 * 

■fl 

19 

5*5 


5 4 

6 I 

63 

Empire excludmg Eire 
Empire excludmg Eire 

25 8 

24 5 


34 3 

34 8 

35 3 

36*8 

37 3 

and India 

20 7 

20 2 

D 

28 4 

89 

29*9 

30*7 

3 * 


Two broad conclusions are suggested by the figures in Ac 
above table. From 1929 to 1931, India lost much relative 
ground in the United Kingdom market, the rest of Ae Empire 
(excluding Eire) nearly maintained its position. From 193^ 
1932, Ae Empire’s position (excluding Eire and India) adviced 
considerably from 20 to 27 per cent, Aat of India, curiously 
enough, remained almost unchanged. Since 1932* 
made up much leeway. Nevertheless in 1936, her share was 
only one-sixA of Ae total Empire’s share of Ae United 
Kingdom’s import trade (exduAng Eire) agmnst one-fifA in 

1929- 

Absolute and Relative Changes in Demand for Indian Exports by 
Conanodity Class in Principal Countries 

A closer examination of Ae character and composition 
of Ae import trade of InAa’s principal customers and of 
Indiari exports to each of Aem would show how far Ae decline 
in Ae importance of European markets for India is due to an 
absolute reduction of Aeir demand for foodstuffs and ra.w 
materials, or increasing self-sufliciency, and how far to a shift 
in Aeir sources of supply. Similarly, such examination would 
reveal Ae extent to which Ae increased exports of InAa to 
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the United Kingdom, result from an absolute or relative 
increase in the demand of the latter for the type of goods which 
India exports to her. 

The following table gives the indices of quantum of imports 
of (i) foodstuffs and (2) matmals, raw and partly manu- 
factured, into seven important trading countries.* 


Table XHl 

TnAtaa qf Imports of Foodstuffs and Raw Makndb mto Certam Countries 


Country 

Foodstuffi 

Raw Materials 

1932 

zgss 

1934 

*935 

*936 

*932 

*933 

*934 

*935 

*936 

Umted Kingdom 
Germany 

France 

Italy 

Netherlands 

Belgium 

USA 

TOO 

100 

100 

100 

100 

100 

100 

90 

72 

96 

107 

1 

P 

65 

88 

*45 

101 

77 

79 

« 

67 

loa 

• 


109 

107 

116 

% 

116 

117 

111 

96 

104 

107 

1 

134 

101 

104 

• 

106 

• 


* Not available 


From 1932 to 1935, there was more or less reduction m the 
foodstuff imports of all the above countnes exceptmg the 
Umted States (where they went up by 45 per cent). The 
reduction ranged between 37 per cent (m the case of Italy) 
to 2 per cent (m the imports of the Umted Elmgdom). In 
1936, there was a relatively large mcrease of food imports 
in the case of Belgium and a small increase m every other 
case * 

Raw matenal imports over the five years showed an 
appreciable mcrease in the case of the United Kingdom and 
the Umted States, a small and hesitant increase m the case 
of France and Belgium, an alternate rise and fall m the case 
of Germany and Italy, and a contmuous decline in the case of 
'the Netherlands 

These variations yield their frill meamng when they are 
considered together with the correspondmg variations of 
exports from India 


* Review of WorU 7^, 1934-6, Table V The base has been shifted from 
igag to 193a Fot Bdgium and Netherlands the indices are p.a1railntH from 
the tones of weights rfimporte {Maruawmd Trade SbOutus. 1934-6, Table 

in tto SSTtoo. that an miJeaJe occumi 
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Tabus XIV 

Indices of Dtstnbutton qf Exports of Foodstuffs and Raw Matenab fiom ItiduP 


Foodstufis 



1938-3 

1933-4 

1934-5 

1935-8 

1936-7 

Umted Kmgdom 

100 

1 16 

ISO 

117 

183 

Germany 

100 

89 

56 

36 

so 

France 

xoo 

98 

54 

75 

96 

I^y 

100 

73 

87 

50 

47 

Belgium 

100 

94 

50 

31 

30 

Nemerlands 

100 

70 

64. 

74 


USA 

100 

185 

141 

! 187 

186 

Japan 

100 

10 

17 

33 

85 

Total 

100 

97 

97 

99 

108 


Raw Material^ 



1938-3 

1933-4 

1934-5 

1935-6 

1936-7 

Umted Kmgdom 

100 

165 

170 

177 

254 

Grcrmany 

100 

1S5 




France 

100 

8g 

64 

86 

88 

Italy 

100 

ISO 

184 

73 

XXX 

Bel^um 

100 

xxs 

X16 

152 

3 X 6 

Nemerlands 

100 

1 X08 

1 86 

I 94 

is6 

USA 

1 100 

185 

165 

S08 

S41 

Japan 

100 

108 

198 

161 

S89 

Total 

xoo 

is8 

136 

145 

187 


The above indices are derived from the figures of value, 
which are composed of the quantum and price level of exports. 
But the average export price level of foodstufis and raw 
materials was, in general, rising during the period The above 
figures would, therefore, somewhat overstate the real increase 
or understate the real decrease in the quantum of exports. A 
comparison of the above figures with the indices of the quantum 
of imports into principal countries would therefore, in general, 
present the Indian export trade in a rather favourable hght. 
It may, nevertheless, yield some approximate conclusions 
India’s exports of foodstufis to all countries (included in 
the above table) other than the United Kingdom and the 
Umted States dechned more or less heavily In the case of 


> The indices are calculated from (go to 95 per cent of) the quantiti« of ocrorts 
of foodstuffs and raw materials to each country as shown m Reotew of the Trade of 
IndiOt 1938-3 — i 936 " 7 » Table 12 
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Germany and Bdgimn, the decline of Indian exports was 
much heavier than m their total imports : self-sufficiency and 
substitution of rival supphcs alike worked to the detnmeirt 
of export trade In the case of France, Italy and 

the Netherlands, on the whole, no distinct trend towards 
replacement of Indian by other foreign impo:^ is apparent. 

Exports of Indian raw materials to the Umted States, the 
United Kingdom, Germany and Bdgium were much higher 
in 1935-6 than m 1932-3 In the case of each of these 
countnes, moreover, the increase of the value of Indian 
exports was greater than the increase of the quantity of them 
total imports (total imports into Bdgium showed no mcrease). 
The autarchic plans of Germany will affect Indian exporte 
of mdustrial raw materials in the fiiture But, so far, their 
inadence on such aports as jute and cotton and hides and 
glnns has been less senous than on exports of airtides of food, like 
rice, barley, coffee and tea and semi-manufactures like paraffin 
wax T T i Hian exports to the Netherlands, again, increased 
while the latter’s total imports dedined, but to France dechned 
while the latter’s total imports mcreased somewhat There 
has apparently been some displacement of Indian raw material 
exports m the French market by nval supphes from other 
countries 

On the whole, it would appear that the fall in Indian 
exports of foodstuffi to continental countnes is due largdy 
to a tendency to self-suffiaency in respect of food in industrial 
Europe :* m Germany and Belgium there has been, over and 
above, an actual displacement of Indian imports by imports 
from other sources On the whole, agam, there does not seem 
to be much evidence of any persistent tendency after 1932 
to displacement of Indian raw material exports by supphes 
from other sources, except m the case of France and perhaps 
to some extent m that of Germany as wdl 

In the Umted Kmgdom market India has made a relative 
as weU as absolute gam m respect of both foodstuffs and raw 
materials 

This review of the state of India’s export trade may be 

^ The ' considerable expansion of food production in Europe has been caused 
partly by Government protective pohaes, partly by exchange « restrictions 
designed to m a intain domestic pncesi and partly by lacd^ of foreign exchange 
with which to purchase imports ’ — Renew ^ the Trade of India, 1935-6, p 53 
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concluded a survey of the general position of Indian 
exports in their principal markets. 

The Place of Indian Exports in Principal Markets 
The folIo\\'ing table shows the relative importance of India 
as a source of supply for certain countries in Europe, the 
United States and Japan :* 


Table XV 


Percentage Share of Indta qf Imports into Certain CourUnes 


Cotmtry 

»9a9 

193* 

1932 i 

1933 

1934 

1935 

^ ^ 

1936 

1937 

Umted Kingdom . 

5 1 

4 3 

46 

5-5 

5 8 

5 4 

6 I 

63 

Germany . . 

46 

4 a 

3 4 

3 1 

3 

2 9 

3 4 

3 1 

France* 

4 7 

s 8 

2 3 

a 8 

2 3 

2 9 


a 7 

Belgium 

a 5 

I 8 

I 8 

2 4 

2 5 

2 9 

a 8 

U 

Italyt 

5 4 

4 1 

3 7 

4 

4| 

3-1 

a*3 

3 0 

Netherlands 

I 9 

I 6 

1 3 

1 4 

I 6 

1 3 

I 0 

a a 

Japant 

13 

10 8 

8 a 

io *7 

IS 8 

12 5 

i 13 6 

la 

USA 

3 4 

1 

a 8 

2 5 

3 

3 3 

3 1 

2 9 

3 4 


* From 1934, mdusive, country of ongin , previously, country of consignment 
From 18 February 1935, exdudu^ the Saar, 
t India, mdumng Ceylon 


It appears from the above table that from 1929 ^ 93 ® 

India lost much gTound to her rivals in all her important 
markets, that since 1932 she has regained much or all of her 
lost ground in Japan, the United States, Belgium and the 
Umted Kingdom, but has suffered what appears to be rather 
a permanent recession in Germany, France and Italy.® 

It may be useful to recapitulate at this point the broad 
conclusions of a few comparisons instituted above in respect 
of general position of India’s export trade It was noted 
at the end of Chapter II, 2 that the relative share of India of 
world export trade has made appreciable improvement since 
1932 (from 2*76 per cent to 3 19 per cent in 1936 and 3-07 
per cent in 1937), but that the earlier decline in that share 
since 1929 (3*56 per cent) has not been wholly made good. 
A comparison of the export trade of India wth that of the 
British Overseas Empire, which is generally in a similar stage 


» International Trade Statistics, 1934-6, Sui^ar>' Table 
- Though the position was obscured by ^ imposition 
that rounds m Siexion with the Italo-Abyssmian War, from 18 Nm ember 

1935 to *5 J“*y *936* 
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of economic development, showed a parallel advance in 
both from 1932 onwards * the rdative share of India of the 
trade of the whole Overseas Empire has accordingly remained 
more or less constant (at a htde over one-fifth) smce that year. 
But here, again, the pre-depression proportion (nearly a 
quarter) has not been attained since The relative impor- 
tance of India as a source of supply for the United Kingdom 
market is greater now than ever before . she supphed 6 i per 
cent of the imports in 1936 against 4*2 per cent m 1932 and 
5*1 per cent m 1929 But the improvement m India’s 
position has not been quite as marked as in the case of other 
Empne countries compared with 1929, though it has been 
greater since 1932 * India’s share of the Empire’s proportion 
of Umted Kingdom imports was one-sucth in 1936 against 
one-fifrh m 1929, but less than one-seventh in 1932. It 
appears, now, that the mam explanation of the contmued 
rdative recession in India’s export trade since 1932 is her 
failure to regam her former position in some of the pnnapal 
European contmental countries such as Grermany, France 
and Italy 

The decline of India’s trade with Europe was due to sdf- 
sufficiency, or a regroupmg of trade relations of European 
states, or both ; it largdy occurred through the workmg of 
economic and commerdal pohcies under State direction, 
though m turn sometimes shaped by forces beyond State 
control A reference to the mam results of such pohcies m 
one or two pimapal countries on the Contnent wdl roughly 
mdicate to what extent the actual dedme of India’s exports 
to them was inevitable or avoidable, and how far, again, 
a judicious trade pohcy on this side may hdp to amdiorate 
the unsatisfactory state of trade A brief description is, 
therefore, given of the effects of certam aspects of recent trade 
pohcy m Germany and France, which, next to the Umted 
Kingdom, constitute India’s chief markets m Europe, anr? 
where the mjury to her export trade has been most serious. 

3 Trends in Commercial Pohcy Germany 
Dedtning Share of Europe of Worlds 5 Import Trade 

At the outset, it might be observed that the share of Europe 
of the world’s import trade steadily dedmed after 1932, 
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faJling from 58 per cent in that year to 56*2' per cent in 
1935** The trade of Europe has been specially handicapped 
by restrictive measures like quotas, exchange restrictions 
and clearing arrangements.* 

Now, ‘ a great part of the decline in European imports of 
raw materials &om overseas is accounted for by developments 
in Germany and the reactions of those developments in other 
countries 

It is not possible or necessary here to give a detailed account 
of such developments. The intensification of agricultural 
protection in Germany with the advent of the Nazi rdgime 
early in 1933 ; the crisis in Germany’s balance of payments 
as a result of a serious fall in h^ exports, particularly of manu- 
factured goods, and relative stability of her imports, with an 
actual increase in raw material imports ; the exhaustion of 
fi:ee foreign exchange, default in extern^ debt service, and 
accumulation of commercial claims ; the consequent institu- 
tion of clearing agreements and regulation of trade on a com- 
pensation basis ; the stringent restriction of imports under the 
* New Plan *, and attempts to push German exports by direct 
subsidies and disguised depreciation of the mark in order 
to recreate the indispensable export surplus — have been the 
most significant among the series of devdopments that have 
brought about vast changes in the methods, the mechanism 
and the channels of German trade. 

Dvrection of Germanfs Trade : Bilatetahsm 

India’s trade with Germany has also been affected by the 
far-reaching changes m the direction of German trade 
Outstanding among such changes has been the tendency 
of Germany’s trade to flow more and more along bilateral 
channels Germany had normally an export surplus in her 
trade with Europe as a whole, but an import surplus with 
overseas countries. Until 1935, the favourable balance with 

s 1937, It was 56 4 and 56 9 per cent respectively 

Indeed, the policy of quantitative restrictions like quotas made relatively 
small headway beyond Europe and it was estimated that of the total trade of 
all countries practismg exchange control in merchandise transactions, more than 
^O’thirds was accounted for in 1935 by European countries {Ranevo of World 
Trade, 1935, p 19) For the rest, mamly the South American countries were 
responsible 

3 Wor/d£MnofRtc5urD^, 1934-5, p 166. 



TRENDS IN INDIA’S EXPORT TRADE 43 

Europe as well as the unfavourable balance with overseas 
countries contracted. Imports from Europe increased, exports 
to Europe contracted Imports from overseas countries 
decreased, eiqiorts to them increased. The tendency to 
dechne in the unfavourable balance with the Overseas Empire 
continued m 1936, but was reversed in 1937, when the strong 
demand of Germany for overseas raw materials reasserted 
itself and swelled the unfavourable balance. The corre- 
sponding trend to decline in the export surplus with Europe 
was also reversed in the last two years 

Table XVI* 

Dutnbuian tjf German Trade 
(RM mdbons) 


Europe 


1 

1933 

1 

*934 

*935 

1936 

1937 

Imports 

Exports 

2.28 

38 

2 56 

3 19 

a 47 

3 06 

a 53 

3 38 

3*04 

4 09 

Balance of exports 

1 52 

. 6s 

59 

85 

I 05 


Imports 

Exports 


(Percentage of Total) 




62 

73 


60 

7* 


56 

69 


Oveneas Countnes 
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Another significant development in the distribution of 
German trade — also a reflection of the trend to bilateralism— 
is the striking increase both in exports to, and imports from, 
countries of south-eastern Europe and Latin America, ivith 
which Germany has entered into clearing and compensation 
agreements. 


Table XVII 


German Trade mth South-Eastern Europe and Latm Amertea 


% 

RM millions 

Percentage 


1934 

1936 

1937 

1934 

1936 

1937 

Imports from 






i 6‘8 

Latin America 

South-eastern Europe (six 

468 

578 

915* 

10 9 

13 7 

countries) t 

316 

505 

672 

7-1 

12 0 

12 3 

Exports to 

Latm America 

South-eastern Europe (six 






267 

5 ” 

663 

65 

10 8 

IX’2 

countnes)t 

222 

457 

667 

5 3 

9-5 

II 3 


* Increased cereal imports from the Azgentme accounted for the exceptionally 
large increase of imports m 1937 

t Bulgaria, Greece, Himgary, Roumania, Turkey, Yugoslavia, 


A few observations are suggested by the foregoing analysis. 
The inward balances with raw material supplying countries 
which have not concluded clearing agreements with Germany 
have been axed universally and indiscriminately. On the 
other hand, imports firom countries which have entered into 
such agreements with Germany have increased But the 
mcrease of imports has been accompanied by an increase 
of German exports to them In either case, there has 
been a tendency to reciprocal balancing of imports and 
exports.* 

Drive for Autarchy 

For the rest, Germany’s drive for economic autarchy must 

* The Indian Trade Commissioner m his Report for 1936-7 arrives, after m 
' instructive analysis, at the conclusion that so far as regards the balance of trade, 

‘ Germany’s trade with Bntish India, too, appears to have followed more or 
the same course as her trade with non-European countries with which she has 
dearmg and payment agreements ’ — Indian Trade Joumalt 10 March 1938. 
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be reckoned with. Her bid for securing independence 
in respect of raw materials essential for mdustry or mihtary 
defoice found decisive practical expression in the Four-Year 
Flan for self-sufficiency, announced at the Nurcmburg 
Congress in the autuinn of 1936’ Sdf-sufficicncy is 
the solution of Nazi Germany for the serious problem 
of her balance of trade: it appears, indeed, that not 
only political and strategic but essentially economic con- 
siderations also, underly her present trend towards 
insulation, which, at least in origin, was not entirely 
of her choice How marked this trend has been appears 
from the fact that the quantum of Germany’s import 
and export trade had shrunk by 1936, when the quantum 
of world trade was 86 per cent of its 1929 level, to 64 and 
59 per cent respectively.* 

Though important difficulties remain to be overcome on 
many sides, * it can be said that the German policy of self- 
sufficiency 18 meeting with considerable success — at least as 
far as the technical side of it is concerned * But the economic 
cost will doubtless be heavy and should by itself tend to per- 
petuate schemes of sdfnsufficiency.* There is, however, a more 
hopeffil view of the future of trade pohey in Germany : * Qjiite 
defimtely, it is not the aim of the Four-Year Plan to effect 
econo^c isolation for Germany. On the contrary, the 
mtendon is, once the necessary foundations for safeguarding 
the buest necessities are firmly established, Germany is to 
participate, at least to the same, if possible to an even greater 


** Ihc dedared object of this Plan to render Germany independent from 
of textiles and od and to reduce to a zmnunum ha dqiendence 
ji u. ” base metals, uron otc and rubber In pursuance of th» elective, 

made to speed up the production of aitifiaal or synthetic 
iwntutes for these commodities by State subsidies and control of industry, 
« increasmg use ^ regeneration processes to nunumze waste Also, the 

agnculture is being pushed noticeably m respect 

quantum of world trade unproved to 97 per cent, and of German 
import and ecp<»t trade to 75 and 69 per cent resj^tively 
n February 1937, • Results of Four Years of National Socialum *, 

mham _ »^pect amculture, the pohey of sdf<«uB 5 iCiency does not appeal 
of Fon i. r”” ’ x^™**®*^ ^ noteworthy measure of success cf Quarterly Journal 

Econ™^*^* artide by Fi^a Wunderbeh on * Germany's Defimce 

the nroHn « Decay of Gapitahsm * * After five years of autarchic pohey* 

A secondrour-year Plan has smee been announced. 
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degree than before, in international commodity exchange. 
Independence is the goal, not self-sufficiency.** 

The actual trend of events offers small warrant for the hope 
expressed in the above statement. The recent widening of 
the pohtical and economic frontiers of Germany* will make 
for greater economic insulation. It marks an advance in 
the direction of economic penetration of south-eastern Europe, 
which remains a constant objective of German policy : 
Germany’s twofold aim is to increase her self-suffiaency in 
primary products and to foster her manufacturing industry 
on the base of the agricultural East as a kind of hinterland.^ 
Control over the resources of south-eastern Europe could 
make Germany self-sufficient in respect of such commodities 
as cereals, tobacco, timber, skins and leather, besides others, 
and give access to substantial quantities of metallic ores 
(including manganese ore), fats (oil-seeds) and textile fibres 
(cotton and wool) It is most unlikdly that Germany should 
be deflected from the pursmt of her present goal — ^whether 
she succeeds in attaimng it is a matter apart — ^by any tempor- 
ary prospect of obtaining raw materials from a source that 
might prove inaccessible in the event of war. Here, thm, 
is a serious threat to the future of India’s export trade with 
the whole of middle and eastern Europe. It may not fully 
materiahze. But, at any rate, so far as present indications 
go, there appears little likelihood of gaimng any large addi- 
tional market for Indian exports in that area, in the near 
future. 

i 

4. The Course of Indo-German Trade 

The following table shows the course of Indo-German trade 
during the last ten years.+ 

* Commereef 9 July 1938, article by Dr W Hoffinau, Hamburg General Manager 
of the Hamburg America Lme, on * Germany and die World Trade ’ 

* Following the Anschluss with Austna and Sudetenland m March 1938 and 
October 1938 respectivdy, Germany has more or less mcoiporated Braemia, 
Moravia, Slovakia and Memelland mto the Reich and m March 1939 con- 
cluded an economic agreement of extensive scope with Roumania 

3 * It has been estimated that east European countries could provide somethu^ 
hke 50 per cent of Germany’s inmort requirements m raw matenals ’ — Eemmtst, 

5 November 1938, article on ‘ Germany’s Trade Offensive 

* Department of Overseas Trade Report on Eeonorme Condtitons tn Germt&t 
to June 1934, p 106 , ibid , to March 1936, p a6i , International Trade Staitsties, 

1936. 
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TABtE xvin 


Course of Indo-German Trade {German SialtsUesY 
(RM millions) 



1938 

1931 

1935 

1936 

1937 

Imports mto Germany from India 

Exports from Gennany to India 

Balance 

711 

333 

381 

(4 3 %) 
158 

131 

(2 9 %) 

III 

14a 

( 3 * 4 %) 

133 

i 6 g 

(3 ip 
148 

-488 

—lag 

. _ 

— 10 

—30 

—21 


Course qf Indo-German Trade {Indian Stahsties)^ 
(Bs crores) 



1928-9 

1931-2 

1935-6 

1936-7 

1937-8 

Imports into India fixim Germany 
Exports from India to Gennany 

Balance 

15 8 
32 5 

10 2 
to 4 

12 3 
96 

13 I 

10 1 

’ll 

+16 7 

+0 2 

Hi 

—a 

-5 5 


A Study of die course of Indo-German trade during the 
last decade} especially the last five years, reveals a highly 
unsatisfectory situation for India’s export trade with Germany 
^e result is, however, quite m keeping with die developments 
in German trade and trade policy outlined above 
According to German figures, Germany’s large import 
surplus m her trade with India (RM. 488 milhons in 1928) 
has almost vanished (bang only RM 10 milhons in 1935). 
mports from India in 1935 (RM. 12 1 milhons) were only 
one-sixth of what they had been m 1928 (RM. 711 milhons) - 

begvecn Indian and German statisucs is apparent 
the taW*« an instoce, during the last two years mduded in 

to balance is shown both for Gennany and for India accordme 

TheexiLiationofthesSffi 

of comraw^ <^«ed by the above ^urcs hes m the difference m the system 

Underthes^t*Srf?,^S 

1 e resoerwlU^h”** emorts w credited to the country of consig^ent. 
intend^ to ' SSSZ received or to whST^iey are 

ttanshioment interruption of transit except m the course of 

source of nriw hand, the returns of Germany show the actual* 

and Belgian 

German stataucs as denv^ from *°i Gennany and are shown in 
from the Government of See letter dated 8 October 1935, 

^tportvIHin fihnirti^ foy jQij- MenAmts* Ch^ber m the Annual 

1 he Indo.Gennan Trade^lahmce ao June 1935, a note on 
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German exports to India were in the meantime reduced by 
only one-haJf (from RM. 220 millions to RM. iii millions). 
Almost an even balance has thus l^een brought about between 
commodity trade in either direction * This is mainly due 
to the fact that from October 1934 to February 1937, trade 
between India and Germany was almost entirely conducted 
on a barter basis in accordance with regulations l?id down 
by the German Government.® 

In the light of the above survey of the motives^ methods 
and effects of German trade policy, the decline and dis- 
appearance of India’s export surplus with Germany would 
appear to have been largely unavoidable. A good clearing 
agreement with Germany might have retarded the decline 
of India’s export trade, but the quick contraction of the 
favourable balance was part of a general tendency, the 
necessary incident of the bilateralization of trade. The 
exports could in effect have been sustained only by giving a 
fillip to imports, which might have raised problems of its 
own. Any plan for the promotion of trade with Germany 
must be conditioned by Ae underlying circumstances which 
have been indicated above. A relaxation of the comprehen- 
sive control of trade m that country could alone provide the 
basis for an expansion of trade more nearly on the old scale 
and on the old hnes. 


5. Trends in Commercial Policy : France 
Growth of French Colonial Tiade 

An important aspect of French trade policy has been the 
principle and practice of very close trade relations between 
France and the French Overseas Territories with a view to 
fostering the economic unity of ‘ Greater France *. Among 

* The situation appears all the more senous according to Indian statistics, 
which actually show a growing import balance, but Indian statistics m dm 
reject are not stnctly reliable as has been shown in the last footnote 

* The foreign exporter wishing to trade with Germany could exchaiwe his 
commodities with German manufactured goods at a ratio which dqiendra on 
whether the goods were classified in Germany as ‘ essential ’ or ‘ non-essenbal * 
imports Gkiods fallmg under the former category could be imported agamst 
German exports at a ratio of i i and under the latter at i g Smcc 
23 February 1937, transactions between Germany and India have been 
restored to a cash basis, but the import trade is still sulyect to the same 
stnet control by licence 
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the factors that recently reinforced this tendency were * the 
shrinkage of foreign markets, the more mtense sense of economic 
nationalism, the calling together of the Ottawa Conference 
of the British Dominions for considering closer trade ties 
with the United Edngdom 

The effect of this policy is reflected in the following per- 
centage figures of French trade with the Overseas Territories ® 


Table XZX 

Pereentage of French Overseas Temtortes ttt French Trade 



i 9 aa -6 

igag 

193* 

193a 

1933 

>934 

1935 

1936 

1937 

Imports mto 
France ' 
Exports from 

10 8 

la 

14 7 

30 g 

33 7 

25‘3 

as 7 


24 4 


France 

14 6 

x 8>8 

1 

*4 

3 * 5 

32 4 

30*9 

31 6 

H 

a8 3 


^Up to 1936 there was a striking and continuous advance in 
the share of the Overseas Territories of French trade, especially 
marked in the first two years of falling prices and general 
currency chaos In 1937 there has been a decline in this 
share The earlier increase was not, mdeed, entirely due to 
Imperial economic pohey, but was partly the reflection of 
speaal currency and customs relations between the French 
home and overseas territories, which came to an end with the 
depreciation of The franc m September 1936.® 

Interesting and important changes can be observed in 
the commodity ' composition of French trade with the 
Colonies shown overleaf^ 


A look at the figures relating to the composition of French 
imports fi:om Goldni^ (B) shows that they are made up of a 

' * Department of Overseas Traae Report on Eeonomte Conditions m France. 
JUM 1934, P 514 ‘ 

“ rbid , p 51a , Boiffd qf Trade jdumed, 14 Maidr 1935, p 454, 13 February 
S^Vfc^,l9Srp Menmandim No 64. February 1937, p 6 , 

ofVi w® rdaUve mcrease in this (French mter-Impenal) trafle during the penod 

^ *0 * quantitative^triKm 

^ a certain ^ent to the feet that the partial assiimlatipn of these 
the French C 3 ratoins area had permitted die appheabonrf bigluH- 
i^^p 41*^ ™ foreign countries *—Reo^ of World ^adct 

* Grover Cilark, The Baknce Shuts of hr^maltsm, 1936, p 88 
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Tabix XX 


Ftench Imports from, Colonies by Groups qf Commodities 



A 

B 


Percentage of Glass Total 

Percentage of Colomal 


Imports from Golomes 

1 Total Imports by Glass 


Avenge of 

Average of 


1989-33 

>934 

*929-33 

*934 

Foodstuffs 

Ra.w materials and 

43 a 

63 

eo 

t- 

8o*8 

partly manufactured 





goods 

Manufactured goods . . 

5-8 

1 4 

9 

2*1 

*9 5 

I 8 

*7 7 
* 5 

Total 

* 5*5 


100 

xoo 


small and stationary proportion of manufactured goods, a 
fair but relatively declining proportion of raw materials, and 
a predominant and increasing percentage of foodstuffs. Again, 
a reference to the sources of origin of imports of foodstuffs (A) 
shows that a large and increasing proportion of them are 
derived &om the Colonies. The same is not equally true of 
raw materials. Imperial self-suflBiciency for France may 
be near in respect of foodstuffs ; it is remote in regard to raw 
materials. 

In so far as closer connexion with tiie Colonies is responsible 
for any loss to Indian trade with France, a modification of 
French Imperial economic policy as a result of a fundamental 
revision of attitude towards the dependent Empire jointly 
with the United Kingdom and other powers appears to be the 
only practicable line of alleviation.' 

French Qyota Poliqy <, 

I 

Probably the most important aspect of the recent commercial 
policy of France relates to developments of the import quota 
system.® This is not the place to follow out the ramifications 
of that system. It may suffice to record the conclusion based 
on a careful study of its working Aat it has not on the whole 
involved discrimination agaiiust Indian exports ^ 

* See below Chapter X, a. 

* A dear account of the evolution of this system through its various stages 
until 1935 IS given in F A Haight, French Import Qfiotas, 1935, Chapter I 

3 See Feport of the Indian Trade Commissioner at Ifomburg, 1935*6 , also 
Ghosh, op at , p 23 
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6. The Course of- Indo-Frencsh Trade 
The following tables diow the course of Indo-French trade 
for a number of years. 


TabibXXI 

Count of Inio-Ftentit Trade 


A French Trade with Indut 



1939 

i 

* 93 * 

*934 

1 *936 

1 1937 

Percentage of Imports 
from India 

B 

3 8 

2 3 

3 * 

2*7 

Percentage of Eaeports 
to wdia ! 


0 8 

0*5 


0 5 

Imports as multipld 
of Exports ’ 

H 

4-8 

5 8 

n 

9*8 


S. Aidun Trade with France 
(Value in Rs. ctores) 


% 



*934‘5 

1936-7 

*937-8 

Imports from France 

4 6 

2 2 

* 5 

I X 

* 4 

Exports ^mdudmg re- 

x 6 9 




expohs to France 


5 4 

8 2 

5 3 

Balance of Exports 

12 3 


3 9 

7 * 

S 8 

Exports as multiple of 


Imports .. , 

3 7 


3 6 

7 « 

3 7 


An outstandmg feature of the above figures rdating to 
Indo-French trade is the high multiple which French miports 
fi:om India form of French exports to India (or Indian exports 
to France form of Indian imports from France) This largdy 
one-sided character of trade explains the mnate weakness 
. of India’s position in any attempt to secure an es^ansion of 
her exports to France by means of a reaprocal bilateral 
treaty. Another fact which emerges pro minent l y firom the 
above figures is the great dedme m India’s esport surplus 
ydth France fi:om over la crores m 1929-30 to less tiian 4 crores 
I 934"5 as a result of contraction in about equal proportion 
of both exports and imports Since i934’-5) there has occurred 
an appreciable increase in the export surplus due to a further 
conteaction of imports and a large increase. of eiqports. 
Incidentally, the high ratio of exports to imports has become 
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still higher : India’s power to bargain for ‘ definite ’ advantages 
in the French market has be^ further seriously impaired/ 

The occasion for the exercise of India’s bargaining power 
in respect of trade relations with FrEince, or the need for a 
trade treaty witii that country, arises out of the fact that 
Indian exports are subject there to the maximum tariff, 
which is normally applicable in the absence of agreements 
to the contrary. There could be no more fniitful line of 
approach to the problem of developing Indian trade with 
France than the conclusion of a reciprocal most-favoured- 
nation treaty that might make Indian exports eligible under 
the minimum tariff. If at all found possible, this would 
involve, on the Indian side, reduction of the scope as well as 
margin of preference for the United Kingdom, which might 
in turn involve a reduction of both the general and preferential 
tariffs, in respect of certain goods in which France is specially 
interested. 

Given the course of Indo-French trade in the past, an 
increase of trade between the two countries may be expected 
to stimulate Indian exports to France more than French 
imports into India. A liberation of trade between the two 
countries, not on a strictly reciprocal, but on a general basis, 
should yield really satisfactory results, and is, therefore, 
much to be desired. 


* This apphes particularly to 1936-7 In 1937-8 the position reverted to 
much the same as it was m 1934-5 



Chapter IV 


ANALYSIS OF PREFERRED EXPORTS : 

' GROUPS OF COMMODITIES 

I 

1. General 

Having examined the &ctoTs bearing on the esq^ort trade 
and its distribution among important customers dining recent 
years, we may proceed to make a more minute study of the 
effects of the preferences Commodities exyoying preference 
in the Umted Kingdom are considered first. An examination 
of non-preferred commodities will be made at a later stage.' 

The extension and development of export trade is the most 
general aim of tariff or trade treaties. It was the avowed 
object of the Indo-British Trade Agreement concluded at 
Ottawa. Only a few observations on the criteria for a success- 
ful agreement are, therefore, necessary. A trade agreement 
between two parties which involves disenmination on either 
side m favour of the other and against all non-agreement 
countnes, by the exchange of reciprocal tariff preforences, 
like the Ottawa Agreement between the United Kingdom 
and India, would naturally tend to stimulate their trade with 
one another relativdy to their trade with other countries. 
In the case of such an agreem«it, however, an * extension and 
development of the eiqiort trade* of one country, say A, 
would really be seemed if there were not only an increase 
m Its exports to the other country, say B, but if a increase 
m A*s e^orts took place, after allowing for any incidental 
reduction of exports to third country markets. Now, for one 
thmg, the capaaty of third coimtnes to take A*s exports 
may^ be reduced, because their own power to export is 
restricted by the double discrinunation against them m A 
and in B. And, secondly, m so far as their own e^orts 
compete directly with A’s exports, the competition with the 
latter will be the intenser for the discrimination against third 
countnes in B*s market. 

This task of estimating the net increase in trade whidh may 
be specifically assigned to one out of many, varied and mmpig x: 

* See bdow Cihapter VI, s 


33 
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factors bearing on trade during a period is difficult at any 
time. During a period like the quinquennium 1932-6, 
it becomes all the more difficult, since die equilibrium of other 
factors that conditioned trade was constantly shifting. 
Nevertheless, a detailed analysis should help to assess approxi- 
mately the relative importance of various factors in the case 
of particular commodities and make possible certain broad 
conclusions as to the effects of the preferences on the whole. 

Bam of Classification of Preferred Exports 

The preferred commodities^ may be classified into four main 
groups (with a fifth miscellaneous one) according to the 
relative importance of competition firom the Empire and 
foreign countries in the United Kingdom market. Thus, 
the fom* classes would broadly be composed of commodities 
in respect of which there existed before the grant of preferences 

(1) little competition firom within or outside the Empire ; 

(2) little competition firom within the Empire, but strong 

competition from outside ; (3) strong competition from 

within the Empire, but rdatively little competition from 
outside ; and (4) strong and intense competition from within 
as well as outside the Empire. On this basis the preferred 
articles are grouped thus : — Group I : jute manufactures, 
tanned hides and skius, coir yam and mats and matting, 
teakwood, castor seed and raw goatskins f Group II : 
rice cleaned and whole, linseed, paraffin wax, woollen carpets 
and mgs, bran and pollard and rice meal and dust, and oil-seed ‘ 
cake and meal ; Group III : tea, ground-nuts and pig lead ; 
Group IV : tobacco unmanufactured as well as manufactured, 
coffee, spices, pulses and beans,” vegetable oils, and bones 
and manures ;* and Group V (miscdlaneous) : wheat, barley,® 
cotton yam and manufactures, magnesite, granite sets and 
kerbs, other hardwoods, sandalwood oil, and miscdlaneous 
food grains.® 

‘ Besides preference, the Agreement provided for the admission mto the Umted 
Kmgdom free of duty Scorn w sources of shellac, seed lac and stidc lac, raw jute, 
myrobalans, broken nee, nuca slabs and sphtdngs and Crotalana juneea and any 
other vaneties of Indian hemp that could be disting^hed See Postsenpt 

* The preference is not mduded m any of the Schedules to the Agreement, 
but accrues under Article i, which guarantees free entry into the Umted Kingdom 
after 15 November xggs, of such Indian commodities as were fiee of duty by 
virtue of the Import Duties Act, 1933. 
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In the case of the fbrst and fourth groups^ the scope for 
increase of exports to the United Kingdom was rdativdy 
small. A near outer limit was set in the case of the first 
group by the limited capadty of the United Kingdom market 
compared to total esqports &om India. In the last casc^ it 
was the smallness of the total Indian exports relatively to the 
size of the United Kingdom demand (indicative of the com- 
parative weakness of India’s position) » which set liimts to the 
possible increase. The scope for expansion of exports was 
largest, and the conditions were pnma facie most favourable, 
in re^ud to the second group, while the consequences of 
India’s exclusion firom the preferences were likely to be most 
serious for the third group of commodities. 


2. Group I : All Commodities 


For all the commodities induded in Group I except raw 
goatsto, in 1931 India was by far the most important 
supplier to the United Kingdom market within the Empire. 
She constituted practically the sole Empire source of supply 
for castor seed and coir mats and matting * The preference 
was, therefore, litde shared by other Empire countries. 

India’s position in respect of this group of commodities 
WM, however, strong also against fordgn countries. So that, 
with little serious competition to face dther from within or 
outade the Empire, she was in a strong situation to sdze the 
small additional market available by repladng fordgn 
imports 


The table overleaf gives the broad origin of total United 
Kingdom imports of commodities in this group. 

It appears* jfrom this table that total United Kingdom 
imports fdl sharply in 1932, recovered inappredably up to 
1935 advanced phenomenally in 1936 to a levd above 
that of 193^^* Imports firom India formed nearly 73 per cent 
of the total in 1931 They dedined rdatively less than fordgn 
imports in 1932, and thdr proportion accor dingly went up 
to ovCT 85 per cent Thereafter, a steady improvement in 
the absolute volume as well as the rdative share of imports 

* Coir fibre is imported m substantial quantities from Cevlon and 
coe^tum m coir yam also from thatW^ fftSS 
of coir mats and matbiig are almost all from In^ xui^Qom imports 
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Table XXII 

United Kingdom Imports of All Articles tn Qroap I 
{£, xmllions) 


From 

1931 

1932 

1933 

1934 

1935 

1936 

India 

6 77 

6*17 

6*34 

6 5a 

6*6i 

9 36 

Other Empire 
Goimtnes 

•6 

•43 

•4a 

•44 

•4a 

•45 

All Empire Gountnes . 

7 37 

6 6 

6 76 

6*96 

7-03 

9* 81 

Foreign Gountnes . . 

1*95 

•6a 

•47 

•42 

•45 

•68 

Total 

9*32 

7 aa 

7-23 

7^38 

7 49 

10 49 


Percentages 


India 

1 

7a*6 

Hi 

87 7 

88 3 

88-3 

8g a 

Other Empire 
Gountnes 

6 4 

li 

5-7 

5*9 

5 7 

4 3 

All Empire Gountnes 

79 

9a 8 


■94 2 

94 

93 5 

Foreign Gountnes 

ai 

7 a 

6 6 

5 8 

6 

6 5 

Total 

100 

100 

100 

100 

100 

100 


&om India set in. By 1935, they had risen to over 88 per 
cent of the total imports and in 1936 became 89 per cent 
of imports from all sources. The share of other Empire 
countries was throughout small and latterly somewhat declin- 
ing The largest part of India’s gain was at the expense of 
foreign countries which lost heavily, their share bemg reduced 
from 21 per cent in 1931 to 7-2 per cent in 1932, and 6*5 
per cent in 1936. 

It will thus be observed that after five years of working of 
the preferential duties both the absolute volume and propor- 
tion of imports from India had improved appreciably. Most 
of the relative improvement occurred in 1932, at a time of 
declining trade. The entire absolute increase took place in 
1936, at a time of rapidly improving demand : the already 
established position of India in the United Kingdom market 
enabled her to have the major share of the advantage of this 
improvement in demand. 

The following table sho\ra the course of exports of all 
articles in this group from India. 
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Tasix xxin 

Indtan Exports tf All Arheles tn Gmip I 
(Rs. crores) 


To 


xg3a*3 

1933-4 

*934-5 

1935-6 

1936-7 

Uaited Kingdom . . 
Other Countnes 

8*83 
34 93 

7*79 

33*38 

9*05 

33 93 

8 39 
23 3 

9 39 
36*03 

ix *72 
39 7 

Total . . 

33 74 

31 15 

Sa 97 

31*69 

35*32 

41*42 

United Kingdom, 
per cent 

sS 

S5 

*7 

a6 

s6 

aS 


The Indian cicports to all countries of articles in this group 
were valued at Ri. 33! crores in 1931-2, 35^ crores in 1935-6 
and nearly 41^ crores in 1936-7. Exports to the United 
Kingdom meanwhile increased from 8*8 crores in 1931-2 to 
9*3 crores in 1935-6, and further to 1 1 *7 ciorcs in 1936-7. The 
proportion of exports taken by the United Kingdom was 
26 per cent in 1935-6 as in 1931-2. It improved 28 per cent 
in 1936-7, o\vmg to a relatively larger increase in exports to 
the United Kingdom than to other countries. 

No phenomenal advantage was expected to flow from the 
operation of the preferences in tins group of articles. Indeed, 
ance nearly three-quarters of Indian exports find a market 
outside the United Kmgdom, the preference to Indian goods 
in that country, by exduding rival supplies, should intensify 
competition elsewhere and the consequent loss should neutra- 
lize the gain made in the United Kingdom. This statement 
is not ordmanly open to question. However, its truth is 
necessarily qualified m the present state of commercial pohey 
in the world. As things are, that part of the mcreased exports 
of Rs. 2 5 crores to the Umted Kingdom whidh was due 
to the preference could not have been completely offset by 
vmdentdl losses m other countnes. The preference would 
remain a real advantage so long as foreign markets are hedged 
about by restnebons and access to tiiem is regulated by special 
and cxdusive treaties The uncertam outlook of world markets 
naturally puts a premium on an assured outlet for a sub- 
stantial proportion of the export trade. 
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3. Group II : All Commodities 

The second group is comprised of rice cleaned and whole, 
linseed, parafQn wax, woollen carpets and rugs, bran and 
pollard and rice meal and di:^t, and oil-seed cake and meal. 
In regard to all these commodities, India has to face litde or 
no competition from the other Empire countries in the United 
Elingdom market But the imports from foreign countnes 
were quite substantial before the grant of preference. Pnma 
faeiey ^erefore, there was appreciable scope for e 3 q)ansion of 
imports from India to replace foreign imports. Also, the total 
exports of these commodities from India are much larger than 
exports to the United Kingdom (except in the case of woollen 
carpets and rugs, and bran and pollard, of which the greater 
part are sent to that country). This made the pnma facie 
possibility a strong probability. 


Table XXIV 

Untied Kingdom Imports of All Articles m Group II 
{£ milkons) 


From 

»93* 

1932 

1933 

1934 

1935 

1936 

India 

Other Empire 

2 63 

2 6 

4*06 

4*9 

4 09 

6 52 

Countries 

II 

59 

•43 

63 

•53 

37 

All Empire Goimtnes 

2 74 

3* *9 

4 49 

5 53 

4*62 

6 8g 

Foreign Countnes 

8<o8 

7 91 

4*59 

4 65 

6 3 

5 15 

Total . < 

10 82 

ii*i 

9*o8 

10* 18 

10*92 

12*04 


Percentages 


India 

Other Empire 

24 

24 

45 

48 

'37 

54 

Countnes 

I 

5 

5 

6 

5 

3 

All Empire Countnes 

85 

89 

50 

54 

58' 

57 

Foreign Countnes 

75 

71 

50 

46 

43 

Total 

100 

100 

too 

too 

100 

1 

100 


Total imports increased moderately from £10 • 8 millions 
in 1931 to £is millions in 1936 ; imports from India 
increased remarkably from millions in 1931 to £4*1 


































PREFERRED EXPORTS : GROUPS 59 

millions in 1935 and ^6*5 millions in 1936; imports from the 
rest of the Empire went up from £ 1 12,000 in 1931 to 3^529,000 
in 1935 but dropped to 3^366,000 in 1936 ; imports from 
foreign countries dechned from millions in 1931 to 

3^5*1 milhons m 1936. 

The relative share of India was 24 per cent in 1931, rose 
rapidly to 48 per cent in 1934, receded in 1935 and shot up 
agam in 1936 to 54 per cent of the total imports. The inappreci- 
able proportion contributed by the other Empire countries 
rose from '1 per cent to 5 per cent in 1932 and dropped to 
3 per cent in 1936. The foreign countries lost where India 
gained ; their percentage share fell from 75 to 43 per cent. 
Most of the rdative and absolute improvement m imports 
from India was due to the exceptionally low imports of linseed 
in 193'! and their unprecedentedly high level in 1936. An 
increase of considerably over a million pounds, however, was 
distributed m greater or less degree over other commodities.* 

The increase m Indian eiqports to the United Elingdom 
appears equally remarkable according to Indian statistics. 


Table XXV 

Indian Eicports AO Arttdes m Group II 
(Rs cror«s) 


To 

X931-8 

1932-3 

1933-4 

1934-5 

1935-6 

1936-7 

Umted Kingftnm 
Other Countries 

3 81 

31 76 

a 59 
*7 38 

4 67 
»5 25 

4 73 

13 93 

4 67 

14 03 

7 31 

14 68 

Total 

24 57 

19 97 

19 92 

18 66 

18 7 

21 99 

Umted Kingdom, 
per cent 

xa j 

*3 


dS 

S5 

34 


Total exports of these commodities declined from 24|- crores 
in to 20 crores m the next year and further to i8| crores 
in 1934^5* ^ They revived to 22 crores m 1936-7. Most of the 
earlier decline occurred in exports to countries other tlian the 
Umted Kmgdom, most of the later revival, m eiqiorts to the 
Umted Kingdom Indeed, after 1932-3, e^qiorts to the United 
Kmgdom have been increasing all along; up to 1935-6, 
e 3 q>orts to other countries were continuously on the dedme. 

* See below Chapter V, 3 
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most phenomenal advances in exports to the United 
Kmgdom took place in 1933-4 and 1936-7 ; the most spectacu- 
lar drop m exports to other countries occurred in the first four 
years of the period. 

Over the period as a Whole exports to the United Kmgdom 
improved to the extent of 4*3 crores, or by 160 per cent fi^om 
2*8 crores to 7*3 crores ; their rriative share of the total 
went up fi:om 12 to 34 per cent. As in the case of imports 
into the United Elingdom, much the greater part of the increase 
in exports to the United Kingdom is accounted for by the 
abnormally small exports of linseed in the first year and thdr 
unusually high level in recent years. There remains, however, 
a considerable increase of a crore and a half distributed 
over other commodities. Of the increased exports of linseed, 
too, a not inconsiderable part would appear to have been due 
to the operation of the preference in the United Kingdom.* 

It IS not possible to say exactly to what extent the drastic 
contraction in exports to foreign countries, firom 22 crores 
in 1931-2 to 15 crores in i935“6» might be due to severer com- 
petition in non-British markets fi:om foreign supplies turned 
away firom the United Kingdom. Much the greater part of 
this contraction, however, would appear to have been due 
to the growing trend to self-sufficiency in the industrial coun- 
tries of Europe, particularly marked in respect of articles of 

food and feedmg stufils for cattle which preponderate in this 
group. 


4. Group III ; All Commodities 

The third group is made up of tea, ground-nuts, and pig lead, 
commodities in regard to which India has to meet with strong 
competition fi'om ^ powerful and growing rivals within the 
Empire ^ The position of the Empire as a whole is, however, 
of exceptional strength as compared with the foreign countries, 
imports fi:om which are relatively smaU Any large expansion 
of exports to tiie Umted Kingdom could not, therefore, pnma 
jam be eiqiected to result firom the preference 

The foDowing table shows the relative importance of India, 
the md non-Empire countries for the supply of all 

articles m this group to the United' Kingdom. 

^ See below Chapter V, 3. 
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TasuiXXVI 

Umkd Kmgdm Anports <if All Artides m Gm^ ttt 
^ milhom) 


Fcom 

»93» 

193 a 

1933 

1934 

1935 

1938 

ibdia 

Other Empite 

16 s 

*4 4 

*5 5 

16 I 

i 6'6 

17 

CiOuntnes 

13 1 

xa 1 

11*5 

13*9 

13*3 

15*1 

All Empixe Gountnes. 


a 6*5 

27 

ag 

ag*g 

32 I 

N(m«Bmpire Cknintnes 

3 3 

2.8 

a 4 

a 4 

3 X 

Total 

35 

S 9>8 

ag 8 

31*4 

32 3 

85 a 


Percentages 



Total United Kingdom imports of articles in the third 
group were £^5 milhons in 1936 as in 1931 Between these 
two years there had been, first, a swift decline to ,^30 millions 
in 1932, a steady recovery to ,^32 millions in 1935 and a 
speedy rise in 1936 to the level of 1931. 

In 1931, 47 per cent of the imports (^^16*3 millions) were 
derived from India, 37 per cent (£13 •! milhons) firom the 
other Empire countnes, or in all 84 per cent (£29-4 millions) 
from the whole Empire. The dechne in imports from 
and the rest of &e Empire was relatively smaller fliari m 
foreign imports, in 1932, their rdative share accordin^y 
improved to 48 per cent and 41 per cent respeedvdy By 
i 935 » imports from India as well as from the rest of the Empire 
had recovered to a httle above thdfr 1931 level (£t6-6 and 
£^3 ’3 milhons respectively) : thdr rdative share stood at 
52 and 41 per cent and of the whole Empire at 93 per cent 
of the total imports. In 1936, there was a sHght advance 
m imports from India, a relatively appreciable improvement 
m imports from the rest of the Enlpire as well as S 
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countries and a consequent reduction and rise in their relative 
shares to 48 and 43 per cent respectively. 

The percentage of imports from non-Empire countries fell 
steadily from 16 in 1931 to 7 in 1935, and recovered to 9 in 
1936. Over the period as a whole, India and the other Empire 
countries would appear to have benefited in about equal 
degree at the expense of foreign countries. 

Tea completely dominates the United Kingdom imports 
of articles in this group. Imports of tea from India, after 
alternately falling and rising, stood at the same level in 1935 
and nearly the same level in 1936 as in 1931, £14* 7 niilhons. 
Imports from foreign and other Empire countnes had mean- 
while been greatly reduced from j(^i4*9 millions in 1931 to 
£11 ‘9 millions in 1936. The small relative increase in India’s 
share of United Kingdom imports of this group of articles 
between 1931 and 1936 is, thus, more than accounted for. 
The small absolute increase of ^(^700,000 may be ascribed 
largely to ground-nuts, which went up by 
£930,000 to £1*48 millions. Imports of Indian pig lead 
also increased in 1936 over 1931 by £260,000 from £640,000 
to £900,000 : their relative share, however, fell appreciably, 
as imports from other (mainly Empire) countries increased 
simultaneously from £3*3 millions to £5*4 millions. 

Indeed, in respect of these articles the main competition 
comes now from Empire sources. Preference as such can be 
of small help for extending the United Kingdom market for 
TnHian products. But precisely because of the strong com- 
petition of the other Empire countries, the results of India’s 
exclusion from any preferences extended to them would be 
serious. 

The table on the next page gives a broad view of the 
eiqports from India in this group of articles. 

Total exports from India stood at 31^ crores in 1931-2, 
fell precipitously to 26 crores in the next year, recov^ed to 
29^ crores by 1935-6 and shot up in conformity with the 
general trend to 34I crores in 1936-7. The proportion to the 
United Kingdom rose in the first four years from 61 per cent 
to 75 per cent and fell in the last two years to 61 per cent 
again. The earlier increase in this proportion was partly 
due to an absolute increase in exports to the United Kingdom 
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Table XXVII 

Ituftan Exports qf All Aritdes tn Oroup III 
(Rs crores) 


To 

1931-a 

1933-3 

1933*4 

1934-5 

1935-6 

1 

1936-7 

Umted Kingdom 
Other Oountnes 

ig 13 
13*34. 

16 do 

9 S 3 

8 8 

1 

30 79 

7 05 

30 * 16 

9* 16 

31*04 

13 64 

Total 

31 36 

35 93 

38 37 

37 84 

39*33 

34 68 

Umted Kingdom, 
per cent 

€i 

64 ' 

69 

75 

69 

6t 


by if croreSj from 19J crores to 20t crores, but largely to a 
r^uction in exports to other countries from 12^ crores to only 
7 crores in 1934-5. The later dedme occurred as a result 
of nearly 100 per cent increase in reports to other countries 
to i3§ crores, while exports to the United Kingdom expanded 
by a bare quarter of a crore in two years. 

The marked stabilizii^ effect of the United Kingdom 
demand — only m small part due to the preference — is strikingly 
illustrated in the above analysis. 

The conclusion stated above as to the value of the preference 
m a negative or preventive sense appears particularly apt 
in view of the overwhelming importance of the United Ejngdom 
market for Indian exports of these articles For the present, 
however, the sig nific a nc e of this conclusion is reduced by the 
f^t that the trade in tea is subject to international regulation, 
pig lead is a Burma product, and the greater part of 
ground-nuts are marketed outade the United Kingdom. 

5 Group IV : All Commodities 

The fourth group mcludes in the order of importance of 
the value of United Kingdom imports from India in 1931, 
tobacco (immanufactured as well as manufactured), coffee| 
spices, pulses and beans, vegetable oils, and bones 
m^ures. India supplies only a small part of the Umted 
Kingdom requirements of these commodities. Imports from 
other Empire coimtnes arc much more important than imports 
from India, and imports from non-Empire countries are, again 
rar greater than imports from the whole Empire ’ 
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Table XXVIII 


Umled Kingdmn Imports of All Articles m Group IV 
{£ millions) 


From 

> 

*931 

193a 

1933 

1934 j 

1935 

1936 

India 

Other Empire 

•92 

x*04 

1 13 

m 

X 

I 38 

Countnes 

3 84 

4*34 

4-19 

IB 

3 52 

3 02 

AU Empire Countries . . 

4-76 

x6 33 

5 38 

5 32 

5 32 

4-52 

4*30 

Non-Emjnre Countries 

X 3*73 

13 03 

X 9*03 

19*59 

19 85 

Total 

80 g 8 

x8*x 

1 

1 

x 8-34 

24 35 

34* II 

24*15 


Percentages 


1 

India 

4 3 

5*7 

6*1 

4*1 

4*2 

5*3 

Other Empire 

Countnes 

19 

24 

23 

x 8 

15 

13 

AU Empire Countnes 

23 

30 

29 

33 

19 

x 8 

Non-Empire Cotmtnes 

77 

70 

71 

78 

81 

82 

Total 

100 

xoo 

xoo 

xoo 

xoo 

xoo 


Like most other commodili^ total imports of these articles 
declined substantially in 1932, but unlike other commodities 
showed an abrupt and remarkable rise by 33 per cent in 
1934, remaining more or less constant thereafter. 

As regards the relative shares of the Empire and non- 
Empire countries, it will be noticed that in 1932, the position 
of the former improved appreciably, from 23 to 30 per cent, 
at the expense of die latter. Since 1932, the relatively small 
share of the Empire has continuously declined to 18 per cent, 
the already large share of foreign countries has steadily risen 
to 82 per cent. 

Within the Empire, India has made some advance in her 
small share relatively to other countries, who have borne the 
brunt of the declme. In absolute terms also India has had 
a modest share (noticeable in 1936) of die considerable 
expansion of the United Kingdom market for foreign imports 
of these articles. 

The abrupt increase in foreign imports from 13 crores to 
19 crores in 1934 was mainly due to an increase of 60 per cent 
































PREFERRED EXPORTS : GROUPS 65 

valued at £5 millions in tobacco. The decline in imports from 
Other Empire countries was laigcly accounted for by the 
continued fall in the impoits of coffee and the collapse of die 
pepper boom in 1935, which incidentally almost wiped aivay the 
Indian spice trade. If, ncvcrtliclcss, total imports from India 
were higher in 1936 than in 1931, and Uicir percentage larger, 
the credit was due to increased imports of vcgcUible oils, 
tobacco (unmanufactured), manures and bones, and coffee 
in the order of die extent of addition to Indian imports. 

The following figuics show' the trends in the Indian exports 
of all articles in the fourth group from 1931 to 1936. 

Tadu XXIX 


IrduM Exports 0/ All Arbelts w Group Il‘ 
(Rs. crona ) _ 



“* - - -- j 

i 93 «-a } > 93 a *3 > 933*1 ' 

1934*5 j * 935 *<» 

1936.7 

United Kingdom 
Other Countries 

Total 

Umted Kingdom, 
per cent 

1 04 

3 35 

1-31 1 1 as ' 
2 97 , 3 07 1 

1 15 1 I 99 

2 90 1 2 

1*9 

3'>9 

4*29 

4 98 

432 ] 

j 4*05 

1 >3 

4 39 

1 

! 

Sf 


1 

3/ 

>7 


Unlike commodities in odicr groups no large variadons have 
occurred in the total exports of these articles, except a small 
dip in 1934-5 later recovery to a litde above the average 
level of the first three years, 4*3 crorcs. Exports to the United 
Kingdom experienced a substantial improvement by 25 per 
cent in 1932-3, from i • 04 to 1 *3 crorcs, but have since dropped 
to I • 2 crorcs in the last year. Tlie proportion of such exports 
went up corrcspondmgly from 24 to 31 per cent, and receded 
later to 27 per cent. 

On the whole, a small addition to trade probably resulted 
from the preference. The essential weakness of the position 
of India (as of other Empire countries) in the United Kingdom 
market prevented her fi^m makmg any substantial advance. 

6. Group V • All Commodities 
In a fifUi group have been placed various commodities the 
Indian exports of which at the tune of the grant of preferences 
were small and unimportant and formed a negligible part 


s 
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of the United Kingdom supplies, or in respect of which the 
United Kingdom market appeared to be of small present and 
prospective importance. The group includes wheat, barley, 
cotton yarn and manufactures, magnesite, gramte sets and 
kerbs, other hardwoods and sandalwood oil, the items of 
dominating importance beiag wheat and cotton manufactures. 
The following table gives the imports into the United Kingdom 
of articles in Group V. 


Tabia XXX 

Urated Kv^dm Imports of All Articles tn Group F 

millions) 


From 

*931 

1932 

1933 

1934 

1935 

1936 

India 

87 

*9 

•17 

23 

•31 

1-68 

All Empire Countries 
Non-Empire Countries 

15 3 

31 » 

34 3 

15 7 

33 4 

15 6 

19 3 

17 8 

30 4 

19 8 

348 

14 6 

Total 

46 4 

39*9 

39 

37 I 

m 

49 4 


Percentages 


India 

6 

5 

c 

6 

m 

3*4 

All Empire Countries 

33 

61 

60 

5 ® 

51 

70 

Non-Empire Countries 

67 

39 

40 

48 

49 

30 

Total 

100 

100 

100 

100 

m 

100 


The very large total imports in this group slumped seyerdy 
in 193a by ,(^6| millions and by a fiirther ^ 2 % millions in the 
course of the next two years. They rose as abruptly as they 
fdl and in 1936 stood higher than in 1931. The earhff 
dechne was due to a most drastic cut of over 80 per cent m 
the imports of cotton yarn and manufactures, the later quick 
improvement to the considerably enlarged imports of wheat. 

The rdative share of the Empire showed a remarkable 
increase from 33 per cent in 1931 to 61 per cent in i 93 **» 
receded to 5a per cent in 1934, looked up in 1935 ^.nd rose 
sharply agam in 1936 to 70 per cent. Imports from India 
were comparatively insignifrcant until 1935, being only i P®* 
cent of the total In 1936, they multiphed over sevenfold to 
3i per cent of the total. 
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The very considerable incicase m the relative share of tlic 
Empire was due mostly to a remarkable rise in die imports 
of wheat, but partly also to the practical disappearance of the 
large trade in fordgn cotton manufactuics. Tlie increase in 
India’s share in 1936, too, was the result of the revival of 
Indian wheat exports to the United Kingdom. 

Bdow arc showm the broad tcndcndcs in the direction of 
Indian exports of all commodidcs in this group since 1931*2. 


Table XXXI 

Indian Exports of All Arttclts tn Gn^ I 
(Rs crores) 


To 

1931-a 

1932-3 

1933-4 

«934-5 

1935-6 

1936-7 

Umted Kingdom 
Other Countries 

47 

4 85 

•42 

3 09 

V 

9*67 

•33 

9*b7 

•35 

9 >88 

9*92 

3^9G 

Total . 

5 39 

3 5t 

2 94 

3 

3 23 

6- 18 

Umted Kingdom, 
per cent . 

■ 

za 

9 

1 

tz 

zz 

ss 


Total exports were considerably cut down from well over 
5 crorcs to under 3 crores during die first three years. Tlicy 
nearly doubled in the last year. As in the case of imports 
into the Umted Kingdom, the earlier reduction was mainly 
accounted for by cotton manufactures, the later increase, 
by wheat The small exports to the Umted Kingdom 
declined from less than half a crorc to a quarter of a crorc in 
the first three years, revived to a third of a crorc m the next 
two years and multiplied over sixfold in the last year, owing 
entirdy to exports of wheat worth nearly two crorcs. 

The preference on wheat, which the Indian Ddegation 
regarded as of htde immediate significance at the time it was 
granted,* became effective with the revival of Indian wheat 
eiqiorts Smee the Umted Kingdom is our most important 
market, this preference will remain of undoubted value so 
long as exports contmue The preference on other articles 
hardly appears to be of much significance on the whole, 
as thdr exports to the Umted Kingdom arc relatively small 

It appears, thus, that the preferences granted to India in 

* Sec bdow Chapter V, 5 
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the United ELingdom tariff have been hdpM in greater or 
less degree in extending Indian exports to that country in all 
the five groups into which the preferred conunodities have been 
divided. The gain has been most phenomenal in the second 
group of commodities, and least in the third and fourth groups. 
The results are in accord with pima fade expectations : it 
was in the second group and in the third and fourth groups 
respectively that India’s position was seen to be strongest and 
weakest respectively for utilizing the preference to increase 
Indian exports. 

The above is, however, only a partial and inadequate 
picture of the ^ects of preferences. It is an undoubtedly 
important part of the picture, which shows how far the pre- 
ferences have been actually efiective in accomplishing their 
first defimte objective, namely extending the share of India of 
the United Kingdom market in respect of various groups of 
commodities, variously situated in regard to the conditions 
of competition. But the above account has given no idea 
of the indirect adverse repercussions of preferences in the 
United Kmgdom on the position of exports to other countries ; 
of the many and complex factors that have moulded the 
movements of trade in respect of particular commodities ; 
of the important other influences that might have tended, 
like the preferences, to increase India’s participation in the 
United Kingdom’s import trade ; of the counter-concessions 
that India has had to give in return for the preferences on 
her own exports, and the cost thus involved — all of which 
it is necessary to assess, if only approximately, to be able to 
form a reasonably accurate opinion of the working of pre- 
ferences as a whole and of their net benefit or burden. This 
task is attempted in the following three chapters. 

The next chapter gives the mam results of a detailed analysis 
of the trade in individual commodities in order to bring out 
the efiects of preferences on exports somewhat more clearly 
than it has been possible so far. The statistics on which this 
analysis is based are given in Appendix G. 



Chapter V 


ANALYSIS OF PREFERRED EXPORTS : 
INDIVIDUAL COMMODITIES 

In this chapter are briefly given the significant facts of the 
recent trade situation separatdy in regard to each important 
commodity receiving preference in the United Kingdom 
tariff so as to evaluate more carefully and somewhat more 
dosdy the effects of the preferences Conclusions have been 
hazarded on a general judgement of the whole available data 
in respect of particular commodities as to whcthci the prefer- 
ence has been of definite or doubtful value, or no value at all, 
and whether the measure of advantage has been considerable, 
appreciable, moderate, small or insignificant A broad view 
of the nature and extent of the outstanding net results of recipro- 
cal preferences will be presented in the next chapter. There 
an illustrative attempt is also made to estimate the net addition 
of trade in respect of all preferred commodities which might 
be specifically assigned to the preferences as apart from 
other factors. 


I Group I ; Individual Commodities 


JuU Manufactured 


(£i *63 millions, *39 millions; Rs. i • 86 crores, Rs 21*92 
crores)* 

India had to face some competition from the continental 
countries in the Umted Kingdom jute piecegoods trade before 


* The Inference on all dasses of jute manufactures was increased from 10 per 
cent adwOa^ undw the Import DuOes Act to 20 per cent on 1 January iqm 
wder Ae Ottatra Agreonent On 1 January 1935 an alternative sp^mc rate 
^ intri^uced for carpets, floor rugs, etc— 4^ annas per sq yarf for hand- 
tod J anna for other kmds, the higher altemattve to apply The duty 
dat^”**^*’ cables, ropes and twine was reduced to 15 per cent 

* 93 * imports mto the Umted Kingdom from India 
^ fro™ India to *e Unrtrf^gdom and^ 

aw meant to illustrate the relative Smnita^ m 
commodity against which they^ noted 
^nej^nding figures are given against each commodity dealt^nth m tSs 
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die grant of preferences : 57 out of 72 million sq. yards 
m 1931 were derived from this country. That competition 
has been largely ehminated : from 1934 to 1936 India was 
practically the sole supplier in that line of goods to the Umted 
Kingdom. 

In made-up jute goods India had a virtual monopoly of the 
United Edngdom market already in 193^9 the preference 
has made little difference to the pre-existing situation. 

The tax on foreign jute manufactures did not operate 
merely as a preferential measure. It served also to protect the 
home industry of the United Kingdom. This is clear from 
(lie practical disappearance of United Kingdom imports of 
jute carpets, rugs and mats and other sorts of jute manufactures, 
which were mostly derived from foreign countries in 1931.* 
The demand for such commodities is being met presumably 
by the exp^sion of the home industry, as is suggested by the 
increasing imports of raw jute in recent years.® 

Total Indian exports of gunny bags (in number) increased 
steadily from 389 millions to 459 millions between 1931-2 
3j^d i 935 " 6 j snd further appreciably to 567 millions in 1936-7. 
The Umted Kingdom share of the expanding total exports 
of gunny bags fell slightly from 12*2 per cent to 1 1 *2 per cent 
m I 932"3 continued at the same level until 1935-6. In 
the next year it revived to 12*4 per cent of a much larger total 
volume of exports. 

Total exports of gunny cloth remained steady at a littie 
over 1,000 milhon yards during the four years 1931-5. They 
increased to above 1,200 million yards in 1935-6 and further 
to 1,700 milhon yards in 1936-7. Exports to the United 
Kingdom were a little more than doubled during the period, 
and meir relative share of total exports went up from 6* i per 
cent in 1931-2 to 7-8 per cent in 1936-7. During intervening 
years, 1933-4 1934-5, iiad, however, been as low as 

4*9 and 4*6 per cent respectively. 

Jute is a practical monopoly of India. It is not necessary 
to analyse its exports to other coimtries in detail to evaluate 


“nports was reduced from ;C46o,ooo m 1931 to £ 15,000 

dwS Kingdom (almost all from India) 

iSI^y^iS^andTg^^ ^ thousands of tons), 185 . 
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the effects of preference On the whole, it does not appear 
that preference has resulted in any substantial benefit : the 
considerably increased United ELingdom imports in 1936 
could not be ascribed to it. It is probable, however, that a 
sTnall measure of advantage accrued in respect of the jute 
piecegoods trade. 


Tanned Htdef 


millions, £1 * 63 millions ; Rs. 2 *08 crores, Rs. 2 * 13 

crores) 

The United Kingdom imports of Indian hide leather 
increased fi:om i8g,ooo cwt in 1931 to 326,000 cwt. in 1936. 
Their relative share of total went up during the same period 
firom 63 to 93 per cent : imports from foreign countries 
dedmed heavily firom 102,000 to a bare 21,000 cwt. The 
gain has been important and the preference has undoubtedly 
hdped India to secure the nuijor share of the recovery in 
demand 

Total exports of tanned hides firom India have doubled 
since 1932-3, mcreasing fi-om 9,000 to 18,000 tons. Practically 
the whole of them are sent to the United Kingdom. 

Smee 1931 imports fi-om India of undressed skin leather 
have expanded more than in proportion to the inrri»as<» of 
total imports mto the Umted Kingdom India’s share 
accordmgly rose firom 67 per cent m 1931 (99,000 out of 
148,000 cwt) to 75 per cent m 1934 (124,000 out of 165,000 
cwt) There was htde change in India’s proportion dter 
that 

On the other hand, agam, the relative share of the United 
Kmgdom of steadily expanding exports from India has 
remamed more or less unaltered at about 88 per cent. 

There is a dose adjustment of Umted Kingdom demand 
and Indian supplies of tanned hides and skins. The United 
Kingdom market is of outstandmg importance from the point 
of view of Indian exports Also, India is pre-eminent as a 
source of supply for the Umted Kingdom. While this fact, 
as is commonly recognized, points to the small scope for 
displacement of foreign by Indian imports in the United 


* A pretence of lo per cent ad valorem (which is the ecneral u mnni 
on ‘ leather, undressed-hides, other than sole Iea&«"? ^ 
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Kingdom market, it also suggests (e.g. in the case of tanned 
hides) that whatever gain n; made in the United Kingdom 
market through this process is a net addition to Indian exports : 
there is slight offsetting loss in foreign markets, for there 
are little exports to them. 

The preference has thus been a definite advantage in the 
case of tanned hides, and may help to maintain India’s large 
share of the expanding United Kingdom demand. In the 
case of tanned skins, the preference has been of some limited 
value. 

I 

Teakwood^ 

*46 millions, ;^o *61 millions ; Rs. 34 lakhs, Rs. 57 lakhs)* 

Teakwood, being mainly a product of Burma, has largely 
ceased to figure in Indian exports. The trade in ihis com- 
modity — ^United Kingdom imports as weU as Indian exports — 
has been subject to peculiarly violent variations as a result 
of the depression and subsequent recovery. 

India’s share of the rapidly expanding United Kingdom 
imports improved from 73 per cent in 1931 to 87 per cent, in 
i932> 91 per cent in 1933 and 92 per cent in 1935, but dropped 
to 83 per cent in 1936. Hie preference does appear to 
have enabled India to share in a greater measure than she 
otherwise could have shared, in the recent considerable 
expansion of the United Kingdom demand as a result of the 
boom in building and furniture trades. 

Coir Manufactured 

(3^0*98 miUions, ;^i’28 milhons ; Rs. 99 lakhs, Rs. i *9 
crores) 

Coir manufactures, including coir yam and coir mats and 
matting, are derived almost entirely from the Empire, and 
India is by far the most important source of supply for both 

In view of the insignificance of foreign imports of coir yam 
into the United Kingdom, i per cent in 1931 and practically 
nil now, the preference hardly serves any purpose except 

* The general rate is lo per cent ad valorem , the preferential rate is free 

* "^e corresponding figures for 1936 and 1936-7 were £0 92 nulhons 
£1 07 miluons , Rs 96 lakhs and Rs 1 46 crores respectively 

3 Cloir yam and coir mats and mattings eiyoyed a preference of 10 per cent 
ad valorem from i March 193s This was mcreased to so per cent m the case 
of the latter from 1 January 1933 
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perhaps as some safeguard for the preference on coir mats and 
matting Absolutely, the United Kingdom imports of this 
article contracted by 1933 to a bare third of their amount m 
1931 and have not revived since. 

India supplied four-fifths (5*3 million sq. yards) of the 
United Kingdom imports of coir mats and matting in 1931 
(6*6 million sq. yards), the rest being derived mostly from 
fore^ countries. The imposilion of the tarifr on foreign 
imports in 1932 practically exduded them from the United 
EJngdom market, which has smce been almost entirely 
supphed by India (9*4 out of 9*5 million sq. yards in 1936). 

The course of the Indian export trade in coir manufactures 
does not show that preference has been of any determining 
importance.' The relative share of the United Kingdom 
of the value of eiqiorts has contmuaUy declined from 53 per 
cent in 1931-2 to 3a per cent in 1935-6 and 36 per cent in 

1936-7* 


Castor See(P 

(jG292,ooo, ^^364, 000; Rs 34 lakhs, Rs. 1*5 crores) 

Total Unit^ Kmgdom imports of castor seed fell from 

31.000 tons in 1931 to 35,000 tons in 1933, rose steadily to 

36.000 tons in 1935, and stood in 1936 at 30,000 tons. India’s 

share of imports was 8i per cent in 1931, increased to 91 per 
cent in 1933 1934) fell again to 70 per cent in 1936 

and 63 per cent in 1937. The preference has obviously been 


* India's e9q>ort trade, ccar yam forms a •omewhat more valuable dement 
than coir mats and matting, but the importance of the United Kmgdom market 
B miKh greater for exports of the latter commodity . over two-thitds of the 
expom of i^r mats and matUng arc sent to that country, and normally less 
a fifth of the exports of coir yam ' 

IndiM exports on ivhtdi these percentages are based ate mdu- 
from Indian State »rts, wbidi arc generally more important than 
Indian ports In 1935^, out of total exports of Rs i 86 crons, 
Indian State ports Failure to take account of this fact 
*»cts of trade compeuuon Thus 
* d»c rest of the mcrscas Empire 
the United Kingdom 61 umes as much as India’ and procreds 
ro^rocni that uould fall to India's share if as a result of the 
the vvhole of the British market is eaplurcd b> the m-ersesu EmraS 
countnes’ arc, for tlie most part, no other 

Sim t m^SrSmS 

eneral ntc to per cent ai! latorm , prdcrcntial ntc — ^Trec 
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ineffective for the purpose of estending India’s share of the 
United Kingdom market. Precisely for this reason, however, 
it appears to be the more necessary as a protection against 
strong, persistent and growing foreign competition (from 
Brazil). 

Total Indian exports of castor seed dropped continuously 
from 104,000 to 46,000 tons between 193 1-2 and 1936-7. 
Exports to the United Kingdom rose from 23,000 tons in 
the first year to 30,000 tons in 1933-4 and fell back to the old 
level in 1935-6 and 1936-7. In 1937-8 they went down to 
13,000 tons out of total exports of 42,000 tons. The relative 
share of the United Kingdom improved from 22 per cent in 
193 to 48 per cent in 1936-7. The preference does not 
appear to have been of any distin ct positive benefit. 

Raw Goatskins* 

(;^ 43 ®> 000 j ;(^824 ,ooo ; Rs. 44 lakhs, Rs. 2*58 crores) 

Of total imports of 8 million goatskins in 1931, 83 per cent 
(6*6 millions) were derived from the whole Empire and 50 
per cent (4 rnillions) from India. By 1937, total imports had 
gone up to 10 ‘8 millions, the proportion of imports from the 
Empire had risen to 94 per cent (10*2 millions) and of imports 
from India to 70 per cent (7*6 millions). The preference has 
thus helped in a distinct measure to advance India’s share of 
the United Kingdom market. 

Total Indian exports of raw goatskins increased from 
20,300 tons in^ 193 1-2 to 25,800 tons in 1933-4 and declined 
to 18,000 tons in 1936-7. Tbey were a little higher in 1937’8- 
Exports to the United Kingdom increased from 3,500 tons or 
17 per cent in the first year to 6,800 tons or 26 per cent in 
^ 933 " 4 » declined to 4 > 3 oo tons or 23 per cent m 1936-79 ^nd 
rose agam to 49800 tons or 26 per cent in 1937-8. 


2. Group II • Ihdividuai. Gommodiiies 


RicOi Husked {excepting Broken Ricif^ 

(:€i98900o, 5C93O9O00 ; Rs. 27 lakhs, Rs. 17*4 crores) 
Rice has dropped to a subordmate place among India’s 


2 preference of lo per cent ad valorem is given to Indian exports 

, rretercnce lo per cent ad valorem from i Mar^ 1932 , id. per lb from 
1 January 1933 
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exports with effect from April 1937. India is a net importer 
of rice from Burma, which used to account for most of the 
Indian exports prior to separation. 

Total Indian rice exports dropped from 2*2 million tons 
(valued at Rs 17*4 crores) in 1931-2 to only i *4 million tons 
(valued at Rs. 10*9 crores) m 1935-6, and were only slightly 
higher m 1936-7. Exports to the United Kingdom increased 
from 30,000 tons (valued at Rs. 27 lakhs) in 1931-2 to 63,000 
tons (worth Rs. 43 lakhs) in 1934-5, but dropped to 45,000 tons 
(worth Rs. 36 lakhs) in 1936-7. Their r^tive share of the 
quantity of total exports was 1*4, 4*1 and 3*1 per cent 
respectivdly in the three years. Exports to the continental 
countries of Germany, the Netherlands, Poland and Belgium 
dropped heavily during the period from 543,000 to 222,000 
tons, or from 24 to 15 per cent (of the total exports of cleaned, 
including broken, rice). On the whole, there has been a 
tendency for the export trade to drift away from continental 
Europe towards Ada and Africa and perhaps also the United 
Kingdom to a sUght extent 

Total United Kingdom nnports of rice contracted between 
1931 and 1936 from 1*44 milhon tons to z*Z2 million tons. 
Imports from India increased from 450,000 to nearly 900,000 
tons, from less than one-third to over three-fourths, between 
1931 and 1935. In Z936, they fell to 760,000 tons or 68 per 
cent The preference was of undoubted value at a time when 
foreign, particularly European, markets were rapidly shrinking 
in pursuance of the trend of self-suf&ciency in respect of food 
Should the entire United Kingdom requu’ements, however, 
have been met by India, the former could not provide a 
market for more than a small proportion of the latteris total 
exports 

Lmsetd^ 


(£166,000, £3*z 6 n^ons ; Rs 17 lakhs, Rs. 1-53 crores) 
The Indian trade in no other preferred commodity has 
undergone such spectacular ups and downs in recent years as 
m linseed In 193 z and 1932, the total United Kingdom 
nnports were 338,000 and 362,000 tons respectively (valued 


* Frefeeence 10 per cent ad wdmm from x January 1933 The preference has 
ineffective by frie operation of the drawback system 
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millions and ;^3* i millions), of which India supphed 
an insignificant part only, 15,000 and 9,000 tons respectivdy 
(valued at ,(^166,000 and £96,000), the rest being derived 
mostly firom the Argentine, India’s principal competitor. 
Total imports shrank swiftiy to 184,000 tons only in 1934, 
and recovered strikingly again to 286,000 tons by 1937. 
Imports Jfrom India rose rapidly Srom 2 per cent in 1932 
to 76 per cent of the total in 1934, contracted quickly again m 
^935 to a- bare 22 per cent, then as speedily soared to 81 per 
cent of the total imports in 1936, and stood at 67 per cent in 
1937. In 1936 they were valued at £2 *9 millions out of total 
imports of £3*4 millions. 

Such enormous vicissitudes in the fortunes of (he rival 
competitors in the United Kingdom market do somewhat 
obscure the influence of the preference. But there appears 
a definite tendency, on the whole, for imports firom India to 
increase both absolutely and rdatively to other imports. 

The swiftness with which India and the Argentine have 
changed places in the United Kingdom market may he 
explained to a large extent by reference to the oscillations in 
agricultural production and the consequent changes in the 
panty of Indian and Argentine linseed. Such changes alone 
could accoimt for the wide variations firom year to year in the 
total exports of linseed firom India : such exports declined 
precipitously firom 260,000 tons in 1 930-1 to a bare 72,000 tons 
hi 1932-3, rose in the very next year to 379,000 tons, dropped 
again by 1935-6 to 165,000 tons, advanced to nearly 300,000 
tons in i 936 ” 7 » ^d receded to 226,000 tons in 1937-8.* The 
share of the United Elingdom of widely varying Inrlian exports 
went up firom 12 per cent in 1931-2 to 47 per cent in 1936-7 
and 75 per cent in the last year. 

The preference has been largely ^echve : the relative share of 

* Tr^e Commissioner, London, explains m his Report for 1938-3 

tnat the bigluy unfavourable panty for Indian linseed dunng 1931 and 193 * 
corniced with the fall in the pnce of oil was responsible for the abnormal fall 
m Indian eimorts to the Umted Kmgdom as well as to other countnes In i 933 
fortuitous comadence of a widespread failure of hnseed harvests 
m the Ai^entine ^d the Umted States (dunng the respective previous year) with 
the grant of preference m the United Kingdom helped India to reinforce her 
^ihon considerably m that market In 1934, agam, there was a good crop m 
the Argmtum and m the following year an influx of Plate linseed oustra the Indian 
conmomty from its position of advantage But m 1935, there was a bad failure 
Of the Argentine crop, and in 1936 Indian linseed roiged rapi^y ahead. 
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India in the United Kingdom imports as well as the relative 
share of the United Kingdom in Indian exports has continually 
advanced But the extent of its effectiveness is by no means the 
measure of the gam of trade resulting from it : tiie counterpart 
of the distinct mcrease m exports to the United Kingdom 
is a defimte declme m exports to European continental 
countnes, the Umted States and other markets. ‘The 
probable esqplanation of the position may be that the Indian 
exporters of linseed preferred to send the bulk of their exports 
to the Umted Kingdom market, where they could obtain 
relatively better prices on account of the prrference there.** 
There may thus be an important dement of diversion in the 
increased exports to the United Kingdom. Or altemativdy, 
TnHian exports may have suffered by intenser competition 
m neutral markets from the Arg^tme product, which havmg 
been exduded from the Umted Kingdom drifted elsewhere.^ 

Paraffin War? 

(3(^562,000, 12 milhons ; Rs. 76 lakhs, Rs. 2*32 crores) 

Paraffin wax, like rice and teakwood, is no longer an 
important constituent of India*s eiqport trade since the 
separation of Burma. 

The Umted States and Poland were the important rivals 
of India m the Umted Kingdom market. Total Umted 
Kingdom imports dechned from i *3 milhon cwt to i milhon 
cwt between 1931 and 1933, ^ ^ ^ reduction m imports 

from India from 491,000 cwt (valued at 3(^562,000) to 213,000 
cwt (valued at jC289,ooo), m turn due to practical ehmmation 
of the once very important transit trade in Indian paraffin 
wax After 1933, total imports remamed about the same, 
imports from India steadily went up to 382,000 cwt. (valued 
at ;C364 >ooo) m 1937. 

Total Indian exports have remained smce 1931-2 at about 

* ^ Indian Trade Conunissioner at Hamburg, 1934^5, P 50 

* The Indian Trade ComnussionerBtHruttbuigm his for 1935-6 comment- 
ing on the huge declme of French imports of Indian linseed iiom 46,000 to 6,000 
^tnc tons between 1933 and 1935— ^hen imports from the Argentme 

from 205,000 to 238,000 metric tons— observes that the declme m Indian imports 
is not due to the operation of the French quota system, ‘ for the quotas for 
tave been on the generous side’ (/lufum Trade Jounudy 3 December 1936) 
Fresumabljr the declme was due to the mabihty of the Indian produce to 
Its ground m the face of severer Argentine competition 

3 Preference 10 per cent ad vabrem 
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a million cwt. Exports to the United Kingdom were 32 per 
cent in the first year, feU to 18 per cent in 1932-3, and rose 
again to 36 per cent in the last two years before the separation 
of Burma : the value of such exports was Rs. 76 laJdis in 
1931-2, fell to 37'laJdis in the following year, and had risen 
by 1935-6 to 82 laldis again. 

Given the British policy of protection and Imperial prefer- 
ence and the consequent decline of transit trade, the preference 
on Indian exports of paraffin wax appears to have been of 
distinct advantage. 

Woollen Carpets and Rug^ 

(2(^396,000, millions ; Rs. 41 lakhs, Rs. 57 lakhs) 

Total United Kingdom imports of woollen carpets and rugs 
dropped in 1932 by a million sq. yards from 3*6 million to 
2*6 million sq. yards (;(^i*74 millions to ;(^i*i6 nuUions). 
The drop took place entirdy in foreign imports from 2*8 
million to 1*5 million sq. yards millions to 

millions). Imports from India increased from 0*8 million to 
IT million sq. yards, though their value dropped from 
3(^0 *4 milUons to ,^0*39 millions and their relative share of the 
total quantity of imports went up from 21 per cent to 42 pw 
cent. By 1935 there had been a fiuther considerable fall in 
foreign imports to o*8 million sq. yards valued at £0'^^ 
millions, and an equally marked increase in imports from 
India to 1*7 million sq. yards or £o '‘^2 millions, forming 
65 per cent of the total imports. 

In 1936, the quantity of imports from India fell slightly, 
though their value rose somewhat, foreign imports went up, 
more appreciably in terms of quantity than of value, and the 
rdialive share of India of the quantity of total imports receded 
to 57 per cent. Total imports had, indeed, remained more 
or less constant at 2*6 million sq. yards since their first 
considerable drop in 1932, and only showed a small nse in 
193® to 2*8 million sq. yards : the main changes, already 
observed above, occurred in the relative importance of Empire 
(or Indian) and other sources of imports. 

* Preferential rate— free , general rate— 10 per re"*' ad valorem from i March 
1932 , 20 per cent from i January 1933 , 4s 6d at>A gd xespecbvdy for hand- 
made or other kmds of carpets and rues per so vazd. or 20 ner cent ad valortmt 
whichever is higher, £rom i January X935. 
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Here, if anywhere, the preference would appear to have 
been of decisive effect. Since between three>fourths and 
four-hffhs of Indian exports are normally consigned to the 
United Kingdom, the preference has been of definite advan- 
tage : the possible loss firom intenser competition from foreign 
supplies in foreign markets could not by any means be as 
large as the certain gam in the United Kingdom market. 
Indeed, such ofi&etting loss hardly appears to have been at all 
significant: Indian exports to foreign countries almost 
steadily increased from 1*3 million lb. to 2*8 million lb. 
between 1931-2 and 1937-8, while exports to the United 
Kingdom advanced from 3*5 million lb valued at Rs. 41 
lakhs to 8*4 million lb. valued at Rs. 76 lakhs. Since the 
additional exports to die Umted Kingdom occurred entirdy 
through substitution for former foreign imports and not 
through a net expansion of the total United Kingdom demand, 
they may be almost wholly assigned to the operation of the 
prrference. 

Otl-seed CeJu and Meal^ 

GCo ‘74 millions, ^2*4 milhons; Rs. 72 lakhs, Rs. 2*01 
crores) 

Both the quantity as well as value of United Kingdom 
imports of Indian oH-cakes nearly doubled between 1931 an d 
1934, increasmg fixim 126,000 tons to 246,000 tons, and m 
value fiom 3^0*74 millions to 3^1*34 millions Imports 
finm other sources (mostly foreign) went shghtly down from 
333 >ooo tons to 311,000 tons but rather appreciably down 
in value Scorn £i *67 milhons to £i *35 milhons The per- 
centage of imports fi[om India had improved in the 

from 30 to 43 There has been htde change m this position 
since. 

Indian exports of oil-cakes to the United Kingdom went 
up from 104,000 tons valued at Rs 72 lakhs to 224,000 tons 
valued at Rs^ 1*32 crores between 1931-2 and 1935-6. They 
fell slightly in quantity to 214,000 tons but rose further in 
^ue to Rs. I *48 crores in ips^'T* Exports to other countries 
decked at the same time from 187,000 tons (Rs. 1*29 crores) 
m the first year to 76,000 tons in 1935-6 (Rs. 50 lakhs), but 

* Preference to per cent ad valorem 
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rose to 122,000 tons (Rs. 79 lakhs) in 1936-7. The relative 
share of the United Kingdom of the quantity of Indian e3q)orts 
was 36 per cent in 1931-2, 75 per cent in 1935-6 and 64 per 
cent in 1936-7. 

The United Kingdom is obviously providing an alternative 
outlet for a commodity, the foreign demand for which has 
suffered drastic contraction during the last few years, owing 
to the increasing vogue of agricultural protectionism, especially 
in respect of the home production of vegetable oil-seeds and 
fodder in Germany, the Netherlands and- other countries.* 

Bran and Pollard and Rice Meal and Dust* 

(3^0*57 millions, 3^1*47 millions; Rs. 48 lakhs, Rs. 74 
lal^s) 

Bran and pollard, like oil-cakes, are an important class of 
feeding stuffs for cattle, and their trade has been subject to 
much the same conditions. The United Kingdom demand 
for them expanded remarkably from nearly 400,000 tons 
(sC^ *47 millions) in 1931 to over 700,000 tons milhons) 

in 1936. Imports from India increased from about 160,000 
to 230,000 tons (jCo* 57 millions to £0*92 millions). The 
percentage of such imports receded from 41 to 32. 

Total Indian exports were the same in 1934-5 as in 1931-2, 
280,000 tons. Exports to the United Kingdom had gone 
up meanwhile to 250,000 tons from 182,000 tons, their 
relative share improving to 89 per cent from 65 per cent. 
In terms of value, exports to the United Kingdom rose from 
Rs. 48 lakhs to Rs. 84 lakhs in six years ; exports to other 
countries declined from Rs. 26 lalcTis to Rs. 12 lakhs. Since 
India’s relative position in the United Kingdom market has 
suffered a recession, the increased exports to that 

country would appear to have been due more to a total 

* of the Indian Trade Gomnussioner at Hambuix* i933"4» * 934 r 5 > 
1 ^ 35 "® ***' ®cnxiany oil-cakcs are under the monopoly control system Forctangc* 
cS monopoly taira (i.e surcharges added to the monopoly price) dutiog 
the period, see ooard qf Trade Jfoumal, January and August, 1935, 1936* 

An mad^tal reflection may be noted . India sufi^ a loss of mtrogeno*® 
niMiw m the exports of oil-seeds and oil-cakcs. The seed crushed outside India 
and the oil-cake exported deprive the country of a valuable food for cattle am 
manurmg mbstance (cf Paper read by Dr Medc on behalf of Dr F. J F 
»aw, late Director of the Agricultural Research Institute at Poona, at a mcetii® 

2 B section of the Royal Society of Arts on 27 June 1935.) 

* Preference lo per cent ad vahnm. 
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expansion of the United Kingdom demand than to any 
distinctive advantage &om the preference. It is highly prob- 
able that m the absence of preference the recession in India's 
proportion of United Kmgdom imports would have been stiU 
greater * pwm facie conditions continue to be favourable for 
^e beneficial operation of thib preference. 


3. Group HI : iMDXviDnAL CoMMonniEs 
Tea 


millions, ^29*62 millions; Rs. 16*93 crores, 
Rs 19*44 crores) 

Tea is by &r the most important article of export which 
receives preference und^ the Ottawa Agreement. Of the 
total value of all preferred exports to the United Kingdom on 
an average during 1927-30, namely Rs. 56*5 crores, the exports 
of tea alone represented Rs. 24*3 crores or 43 per cent. Again, 
the Umted Kingdom is by far the most important market for 
India's tea exports, taking 86 per cent during the pre- 
depression tnenmum. 

On her part, the United Kingdom derived from the Empire 
83 per cent (200,000 tons) and from India 56 per cent 
(134,000 tons) of her total volume of imports on an average 
dunng 1927-9 (239,000 tons). In turn, the United Kmgdom’s 
ofitake of Empire tea (200,000 tons) formed 74 per cent 
of the total Empire exports (271,000 tons) during fhe same 
penod^ The commanding position of the Empire in the 
United Kingdom market as wdUL as the overwhelming impor- 
tance of that market to the Empire as a whole is thus 
evident 


The history of the duty on tea goes farther back tVip T u 1932.* 
An examination of the earlier trade reveals two important 


s Economic Gomnuttee Plantatm Crops, 1936, p 85, 

ite duties on tea m operation on and from different dates have been as 
toll Septmber 19K , 8d per lb , w May igaa ; 4d per lb , 

^ *1. ^ ptefiaentoal rate fijr imports from me Empue was five^ucths 

The duty as wett as STpreference was 
®y **»«,^na»wActrf‘i 9 » 8 , afiillrateof4d per lb and a 
^^ nal rate of ^ pa lb were levied vlfli effect from ao Sa^d pet lb. 
wingUw measm of preferaioe These rates were altered to ^ pet lb and 
n ^ Gustoms House Nonce No 17, dated aa Apnl 1936, 

% Resdution moved m the House of CVimmoTiQ qq Apnl loaG (Board of 

The duty 
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trends. In the first place, throughout the period of a decade 
before the present preference came into operation, the Empire 
as a whole had been steadily retreating from its very strong 
position in face of the advance of the Netherlands East Indies.’^ 
Secondly, within the Empire, India had continuously lost 
ground to Ceylon and the other Empire countries.” 

The effects of the preference have necessarily been obscured 
by the simultaneous operation of the International Export 
Regulation Scheme.^ 

The table on the next page shows the working of the Inter- 
national Tea Agreement since its inception. 

* See Impenal Economic Committee Report on Tea, 1932 Both the retreat 
of the Empire and the advance of the Indies had been most marked at the time 
of the reduction (m 1924) and abohtion (m 1929) of the preference granted by 
the Finance Act of 1919 It would appear, indeed, as if every successive weaken- 
mg of the regulating ^ve of the duty were followed by a sudden fresh influx 
of foragn imports 

* The rdative position m the Umted Kingdom market of the two Empire 
countries, India and Ceylon, which together play the leadmg role m the world’s 
tea trade, is shown below 



1924 

1927 

1929 

193 * 

Percentage of Gross United Kingdom 
imports from — ^India 

69 2 

67 9 

66*3 

63 

Ceylon 

Percentage of Retamed Umted Kmgdora 

30 5 

31 7 

33 

36*2 

imports from — ^India 

69 4 

68 I 

66 I 

63*2 

368 

Ceylon 

30 3 

31*4 

33 ** 


— — Lu gross imporis aua rcioiiica Mnporia iii%**w«**^ 

a rantmuous and consistent improvement in the rdative position of Ceylon and 
a declme m the rdative position orfT Inc^ (i984> *927 and 1929 have been 
K 1 S*** comparison, in preference to 1924, 1928 and 1929 u^ 

oy the Impenal Economic Committee, as they represent the peak years ahke for 
gross imports and retamed imports from India, Ceylon and the Netherlands 
£iast Indies } 

3 For a description of the genesis and objects of the Scheme, see Capital, 
xraae and Engmemng Supplement, December 1935 The pnnapal features 
w tbe r^[ulation scheme are the fiicmg from tmii» to by the International 
1 ea ^mnuttw set up by the agreement, of a quota, for each of the three agreeing 
country, In*a, Ceylon and the Netherlands East Indies, which is a certain 
perc^tage (85 per cent in 1933-4, ByJ per cent in 1934-5, 82* per cent m Mch 
tlm^yew ig^-6 and 1936-7 and 87^ per cent m 1937-8) of its ‘standard 
export , that is the maximum expott reached by that country m any of the three 
pars I 929 > * 93 ° and 1931 , the prohibition of the extension of existing plants 
eyoim 4 per cent , and the prohibition of the export of tea seed from the 
countnes which are parties to the scheme The mtemal distnbution of the quotas 
among produ^ was left to the local authorities The scheme contamed a 
bnnmng into the Agreement other producing countnes, if satis* 
a^ed upon In 1934, the BntishEast African Depen- 
dencies undertook to r^ate the extension of the area under tea so that it should 
not exceed 39,340 acres {Plantahon Crops, p 22) 
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Table XXXII 


The Operahon of the Inlernalional Tea Aiprement* 
(nuUjon lb) 



■ 

I 933’4 

>d 34 -S 1 

* 935*6 

1 

1 *936-7 

1 * 937-8 

Exporting 

eoontrjr 

Standard 

exports 

Export quotas 

standard 

Amonnts 

exported 

3 

111 

si 

9 

!•- 

11 

li 

3 

b*#eJ9 

8 >» s 
r 

11 

It 

3 

gi® 

Amounts 

exported 

Indubysea 

andland 

Ceylon 

383 

335 

335 

335 

340 

313 

39 oJ 

3*3 

908 

1 

335 

t 

399 

359 

314 

*97 

990 

990 

308 

916 


390 

917 

East 

Indies 

1 

*74 

148 

136 

159 

*45 

■«; 

*47 

1 

143 


*52 

167 

Total 

8og 

687 

668 

707 

1 

1 

705 1 

664: 

1 

683 I 

1 

664 

699 

707 

7*3 


t Eacports by sea only 


On the 'whole, the quotas from each country have been 
worked to the fuU or nearly to the full ; the relative positions 
of the regulatuig countries in tiie world markets have not 
changed much 

Exports &om non-regulating countries have increased. 
The increase has in some cases been large relatively to the 

emtmg volume of exports from each country, but small 
absolutely.* 

The export regulation scheme, however, fuces only the maxi- 
mum quote of exports from each country and does not concern 
Itself with the distnbution of that quote among different 
markets. How has the relative position of the various com- 

K 


The new duty on foreign tea and the preference on Empire 
tea came into operation on ao April 193a, while the inter- 
mtional control plan became effective nearly a year later 
^ year 193a witaessed an merease m the relattve share of 
the Empire fiom 8a to 86 per cent and of India from 52 to 

X - J-i W 
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Table XXXHI 

Imports of Tea vito the United Kingdom 
(million lb ) 


From 

i 93 » 

Per 

cent 

Li 

Per 

cent 

1933 

Per 

cent 

■ 

m 

*935 

EZ3 

*936 

i 

IBS 

Per 

cent 

Empire 

Foreign 

439 

&•/ 

487 


43a 

855 

438 


422 

88‘y 

428 

'H 

435 

89 ^ 

Countnes 

96 


79 

9 

73 


70 

H 

54 


54 


53 

TO g 

Total 

535 

TOO 

566 

100 

505 

TOO 

508 

TOO 

(O 

^35 

ioo\ 

482 

Tool 

488 

TOO 

India 

277 

51 8 

312 

SB 

289 

3 

875 

m 

269 

BE 

267 


276 

566 


55 cent. This marked the reversal of a lo ng continued 
trend to decline in the Empire’s and India’s proportion of 
United Kingdom imports. 

Since 1932 the total imports have declined and in 1936 were 
lower by 15 per cent. Some further improvement has taken 
place in the relative position of India and of the other Empire 
countries. Foreign countries (mainly the Netherlands East 
Indies), on the other hand, have lost ground. 

"^e proportion of the quantity of exports consigned to the 
United Kingdom increased jfrom 85 per cent in 193 1-2 to 
87 per cent in 1932-3 and 1933-4, further to 88 per cent 
in 1934-5 3.nd 1935-6, but receded to 85 per cent again in 

1936-7. 

What of the possible adverse repercussions of preference 
in the United I^gdom on the position of Indian tea exports 
to third countries ? It appears that India has not improved 
her position in any important market. The small trade with 
Australia has been maintained, but imports into France and 
New Zealand, which in 1932 were together as large as into 
Australia, had been reduced by 1936 to a bare one-fifth r 
&e relative share of 'India declined correspondingly. Indian 
imports into Canada fell during the period from 26*7 to 
22*4 milhon lb., while total imports were a little above 
40 milhon lb in 1936 as in 1932 ; imports from Ceylon went 
up from 10*8 to 13*8 milhon Ib. Imports of Indian tea into 
the United States fell from 18*1 to 12*3 million lb. while 
imports from Java nearly doubled, increasing from 9*9 to 
18*7 ^milhon lb. But for the Export Regulation Scheme, 
India’s position might have suffered a still greater set-back 
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in these markets. The Scheme has, indeed, been of con- 
siderable help to this country by delimidng the intense 
competition from her enterprismg foreign nvals. 

In the light of relative trends of the trade of India, Ceylon 
and the Netherlands East Indies before 1933, the Indian 
Ddegation would appear to have been justified in regarding 
the position of Indian tea in the London market as vulnerable 
the preference was helpful at a difficult time in 1932 and has 
contmued to be of advantage as a bulwark of India*s position in 
her prmcipal market, though this advantage has necessarily 
been outweighed by the greater advantage of the export 
control scheme 


Ground-nutf 


(£o* 93 millions, £1 *5 millions ; Rs. i • 15 crorcs, Rs. 10*14 
crores) 

The following table gives the imports of ground-nuts into 
the United Kingdom &om various sources 
It will appear how the Empire*s share of imports increased 
in the very first year of preferoicc firom 71 to 89 per cent. 
®y I934> foreign imports had been completely ehmmated. 

As regards the division of the gam of 'trade as between the 
Empire countries, the share of India has not improved per- 
ceptibly, while that of the other Empire countries has gone 
up remarkably from 13 to 40 per cent 
Absolute imports from Indm, however, largely increased 
and the value of such imports went up from less tlian one to 
about one and a half million pounds sterlmg between 1931 
^d 193^* India mai n ta in ed her proportion of ^vpaTidu ig 


thf. Ae observed of the appear to warrant some concern for 
of Emtare and In^ ^ there u htde room for alarm ‘ In so far 
u wmld de mand smee the War has led to the mcreased production of foreten 
te^ Empire pr^ucers whose product is for the most part of a yFni»nor 
tod at Its best the W m the world, have no ground iSr compIaS?Ss?W 
as mamtam tl« quahty and combme to extend the sale m thar tea m 
— Aould on a long view have htUe cause for anxiety ’ 

“to a concert campaign on behalf of all ^ central executive 

Preference 10 per cent ad vtdorem 
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Table XXXIV 


Imports of Ground-nuts into the United Kingdom 
(i«ooo tons) 


From 

193* 

1932 

ms 

Z934 

1 

*935 

*936 

*937* 

India . . . 

Other Empire 

81 

58 

70 

73 

90 

no 

138 

Countries 

19 

a8 

59 

40 

62 

75 

III 

All Empire Coimtries 

100 

86 

IS9 

”3 

*52 

185 

249 

Foreign Countries 

39 

II 

2 

0 2 

0 I 

— — 


Total 

139 

97 

*31 

”3 

*52 

185 

249 


Percentages 


India 

53 

IQI 

53 

64 

59 



Other Empire 
Countries 

13 

o 

45 

38 

4 r 

m 


All Empire Countries 


89 

98 

TOO 

TOO 

xoo 


Foreign Countnes . 

S 9 

rx 

a 


~ 




♦ Undecorticated ground-nut imports of S2,ooo tons are excluded, thcur 
distribution accordmg to source not bemg available yet 


total imports, which were millions in the last year against 
millions in the first. 

On the side of India, there have been wide variations m 
the volume of total exports as well as exports to the United 
Ejngdom. Total exports dechned heavily from 672,000 tons 
in 1931-2 (Rs. 10* I crores) to 443,000 tons m 1932-3 
(Rs. 7*2 crores), rose and fell, and rose remarkably again in 
1936-7 to 791,000 tons (Rs. 13*1 crores). The share of 
the United Kingdom decreased fi:om 12 per cent m 1931-2 
to 7 per cent of a reduced value of trade in 1932-3, then went 
up to 25 per cent in 1934-5, and stood at 17 and 18 per cent 
respectively during the next two years. The value of exports 
to the United Kingdom increased during the six years fi:om 
Rs. 1*15 crores to Rs. 2*21 crores. 

It does appear, on the whole, that a larger proportion of 
Indian ground-nut exports have been directed to the United 
Kingdom as a result of the preference. The preference has 
also enabled India to supply a major, if constant, proportion 
of an expanding 'market. 

Much the greatest part of Indian exports, however, has in 
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the past found its way to the crushing industries of the con- 
tinental countries, prmcipaHy France, the Netherlands and 
Germany * A noteworthy fact about this part of the trade 
is the serious decline durmg recent years of exports to France, 
which until 1933-4 was India’s principal market in Europe. 
Now French imports fall into two classes : undecorticated and 
decorticated. Imports of the former are on the whole expand- 
mg, of the latter dedming The predominant source of 
supply for the former, growing imports, is French West Afnca, 
for the latter, shrinking imports, is India and British West 
Africa Moreover, the comparatively small imports of 
undecorticated nuts from the latter sources have entirely 
ceased On the other hand, imports of decorticated nuts 
from French West Africa started in 1934. 

Taxation was imposed m France for the first time on foreign 
oil-seeds in August 1933 It was mcreased m September 1934, 
and again m May 1935 and conferred a big differentisd 
advantage on French Colonial imports.^ The British Ottawa 
ousted French West Afiica from the United Kmgdom market 
m the mterests of India and Bntish West Afiica The French 
‘ Ottawa * has m turn wreaked signal retnbution on Indian and 
Bntish West Afiican exports by progressive substitution for 
them of French West Afiican imports. Here, at any rate, the 
relation between Ottawa prefi^ences and the trend of trade 
pohey in other countnes appears to be rather close 
In respect of Germany, the main loss to India has resulted 
from the trend to autardhiy, prompted by vanous motives and 
promoted by different meth(^ 'Iherc has, besides, occurred 
some relative displacement of Indian exports by imports from 
other countnes m 1931, India supphed 402,000 out of 


* Tlje phenopsum is largely accounted for by a difference between the lines 


mam otae«aive wm the dcvelopnumt of the ediWe oil mdustry, the cake or residue 
being the by-product Thus m the United Kmgdom, the demand at fint was 


^ nuts or se^ vnth a high content such as ground-nuts The positions are now. 

An, deco rticated ud undecorbeated ground-nuts were about 

0 “ a8 May 1935, from 11 4 and 8 3 francs per 
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486,000 tons of the decorticated ground-nut imports into 
Germany; in 1936, she provided 211,000 of 290,000 tons. 
Indian exports have thus been made to bear the main brunt 
of Germany’s restrictionist regime. 

On the whole, if the reaction on French pohcy is accounted 
for, the preference in the United Kingdom conferred no easily 
recognizable positive benefit on Indian exports. But if the 
new French policy is now more or less a settled fact, preference 
in the United Kingdom is necessary to protect the important 
and steadily growing trade with that country against the certain 
recession that must otherwise overtake it. It is essential as a 
safeguard against a fate similar to that which befell French 
West A&ican exports in the United Kingdom market. 

Pig Lead} 

(^^0*64 millions, 3^3*91 millions ; Rs. 1*04 crores, Rs. 1*78 
crores) 

Pig lead is entirely a product of Burma and does not now 
appear as an export of India. A study of the facts of teade 
shows that Indian pig lead has not been able to maintain its 
ground in the United Kingdom market in the face of strong 
competition from the efficient and organized industries of 
Australia and Canada. Imports from these countries have 
expanded rapidly and continuously, those fi:om India had 
until 1935 completely failed to respond to the combined 
‘•stimulus of preference and an enlarged total demand. The 
percentage of imports from India declined from 16 in 1931 
to 13 in 1935, while that of other Empire countries increased 
between the two years firom 50 to 83. 

Production too has been expanding in the two Dominions, 
but has remained small, and for some years stationary, in 
India.® On an average from 1933-4 to 1935-6, 88 per cent 
of the total Indian output was exported and the principal 
part of the exports went to the Umted Kingdom, her relative 
share being 84, 64 and 62 per cent respectively in the three 
years. 

* Preference lo per cent ad valorem 

* For of producbon see J Cc^gin Brown, India's Mmeral Wealtht 

19361 PP pi'S ) figures of production cf Statistual Tecsr-hook of Uu League if 
Ifahonsj 1937-8, p i 47 * ' 
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4. Group IV : Individual Commodities 
Tobacco, Unmanufactured 

(^305,000, nuUions ; Rs. 39 laMis, Rs. 81 laldis) 
l^pir^ indudmg Indian, tobacco has received preference 
in the United Kingdom market for nearly the last twenty years, 
and the present rate of preference came into effect as far back 
as I July 1925.* 

The rdaiive position of India, ihe Empire and foreign 
countries in the United Kingdom market is ^own below. 


Table XXXV 


Imports tf Tobaeeo {UnmantfaeOired) tnto At Umttd Kingdom 
(million Ib) 


From 

1985 

! 

1938 

1 

1939 

1930 

1939 

1936 

India 

■9 

iO‘3 

9 3 

*3 

9 9 

*3*7 

Empire Countries 

19 

43 

39 

35 

48 

53 

Foreign Countries 

170 

*75 

9og 

303 

137 

3» 

Total 

189 

318 

340 

937 

*75 

371 

India, per cent 


H 

3B 

5 5 

5 4 

5 

Empire, per cent 

IP 

H 

13 

i5 

97 

so 


Total imports into the United Kingdom were rising steadily 
^ ^989> dechned steeply to 1932, and have advanced con- 
tinuously since, the record level of 1929 being mudi surpassed 
hi 1936. On the whole, apart from temporary recessions, a 
continual increase, more marked before the depression than 
since, has gone on in imports from die Empire countries : 
their relative share doubled from 10 per cent m 1925 to 20 
per cent in 1928. The preforence seems to have been an 
important factor contributing to thi« increase.* 


* Tlie following rates of duty were put mto force on unstnpped and stnpped 
tob^ (uxunanu&a^) remectivdy with effect from the following . 

(pea: lb ) between & ad and gs ojd , ag April 1918 , stnpped 

“Si®* igiMprefcrential rate 

metta of full rate, 1 19*9 , tfireB>quarterB offiill rate, 1 July, 1925 

^^e Fina^ ^ of th^Uowmg year die preference was subdized at tbe 

* 9 *® By Artlde6oftheOttawaAirce- 

^^ penod has been extended to I94a-.tcn years firom the date the 

asicc&itfita 

Kingdo® ’--Ai Eeonomu! Sin^ oJcdlomdl 
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Meanwhile, a striking shift in the composition of United 
I^gdom consumption of smokable products from pipes to 
cigarettes with a corresponding change from dark to Kght 
tobaccos has been in progress,* 

Now the expanding imports of light tobacco are derived 
preponderantly from foreign sources, the shrinking imports 
of d^k tobacco, largely from Empire sources.* Again, of 
toe Empire countries Southern Rhodesia and Nyasaland 
Me foremost as producers of light tobacco and they 

benefited most from an increase in the rates of preference 
in 1925. 

There appears to be a slight tendency over the period as a 
whole for imports from India as well as the proportion of such 
imports to increase. There is, similarly, some tendency to 
increase in the absolute volume as well as Ihe proportion of 
Indian exports sent to the United ICingdom over a long term 

of years.® The preference has apparently been of some small 
value.^ 

A comparison of the respective figures of quantity and 
value shows that exports to the United Kingdom are 
made up generally of better quality tobacco. Indian 
production, however, consists mostly of the darker pipe 
varieties. Although the output of the cigarette types is 
now increasing, the demand from the growing cigarette 
industry at home is large enough to absorb the increasing 
output and there is little eiqiortable surplus left to cater 
for the changed and changing nature of the United 
Kingdom demand. 


* The share ofhght tobacco m the total United Kingdom consumpuonmcreased 
from 24 ^ cent in 1907 to 59 per cent m 1924 and 88 per cent in 1935 

Maeeo, 1928 , Untied Ktngdm 

imports light toba^ J937, 202 milhon lb were imported from 
foreign coimtnes and oxdy ^ milhon lb from the Empire, while of darit tobacco, 
24 million Ib were derived from the Empire against 10 milhon lb from the non- 
Empire countries 

3 Thu propo^on 41 per cent m 1929-30, 44 per cent m 1933-4, and 47 

per cent m 1936-7 Total exports showed no de&ute tendency mthw towaids 
increase or decrease ’ 

4 It IS an error, however, to bme conclusions r^ardmg the effects of the pre- 

ferenw on an observation of the figures smce 1931 only See, for instance, the 
two Department^ on the workmg of the Scheme of Preferences iFmt 

Report, 1934, pp 68-9 , Second Report, 1935, PP 81-2) 
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Coffet^ 

(^242,000, ^4 millions ; Rs. 28 lakhs, Rs. 95 lakhs) 

The United Kingdom demand is all for mild coffees of the 
finest quality. Costa Rica among foreign countries and British 
East Ad&ica among Empire countries arc the prinapal sources 
of United Kmgdom imports of nearly equal importance, 
against which India, contributmg barely 10 per cent of 
United Kingdom suppUeSj has to compete.^ 

It is necessary to extend the inquiry into the effects' of the 
preference over a long enough period to discount the influence 
of an important characteristic of the coffee crop — ^the extreme 
variability of its yield firom year to year.® 

In Appendix D are shown the five-yearly moving averages 
of the relative shares of India, the Empire and foreign countries 
of the total Umted Kingdom imports. From there it appears 
that the Empire has contmually gamed ground at the expense 
of foreign countnes. In 1929, 1930 and 1935 again, the 
Empire’s proportion of gross imports marked a new record, 
being 47, 51 and 53 per cent respectively in the three years. 
The five-yearly moving average mcreased from 42 per cent 
during the penod 1924-8 to 46 per cent for 1932-6. But Costa 
]^ca, too, maintained her share of gross imports and, mdeed, 
mcreased it from 36 per cent for 1924-8 to 38 per cent after 
that Other foreign countries have thus been gradually 
squeezed out 

Within the Empire, until 1933, the continuous and 
striking, though necessarily somewhat spasmodic advance 
of Bntish East Africa stood in marked contrast to the 
widely fluctuating, yet on the whole non-progressive 
latterly dedinmg imports from India. After 1933, the trends 
appear less definite 

As regards the effect of the enlarged preference since 1932, 


j c^ee in ^ United Kingdom m operation on and from 

d^arat dates have been £2 25 per cwt ,5 Apnl 1916 , £i 83 per SS; 

^ » 5 May 1924 The preferential rate was fr^ixths 

* Sqpto^ 1919, the amount of preference thus working 
19^ * “ ^ increased to gs ^ from 17 NoveiSw 

bi* of ae tM supphes (other than those of Chma) is both 
Enmiie, the great bulk of 4 e coffee 
^duced and consumed outsufc the Empire 

Bive committee m their MneUenthJReport on Coffu, 1931. 

give instances of the very wide variations m yield from season to season* 
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there is no perceptible tendency to increase in the imports 
from India or the other Empire countries. 

On the side of India, too, total exports as well as exports to 
the United Elingdom show wide variations from year to year. 
On the whole a slight tendency to decline in the relative share 
of the United Kingdom is noticeable. Apparently the 
influence of the preference has been unimportant.' 

The present speciflc rate of preference works out on 1936 
prices at about 6 per cent ad valorem^ against the previous rate 
of less than i per cent ad valorem. The Committee of die 
Assembly appointed to examine the flrst year’s working of the 
Scheme of Preferences recommended that the Government 
should consider the possibility of securing an increased pre- 
ference for Indian coflee, llie facts of the trade appear to 
lend support to this recommendation. 

Spices^ 

(3(^119,000, 3(^798,000 ; Rs. 6*5 lakhs, Rs. 87 lakhs) 

India’s share of the United Kingdom import trade has been 
small and rapidly dwindling, dropping firom 15*5 per cent 
in 1931 to 3*2 per cent in 1935.® 

The Indian exports of spices have also been declining 
steadily diroughout the period under review. The decline 
has been much more severe in eiqports to the United Kingdom 
than to other countries, the relative share falling from 5 per 
cent in 1931-2 to a bare i per cent in I935-6.+ 

Vegetable Non-essential Otls^ 

(3(^103,000, £2' I milhons ; Rs. 15 lakhs, Rs. 30 lakhs) 

The great variety of non-essential vegetable oils enjoying 
preference on import into the United Kingdom include 

* India contributes an insignificant proportion of the coffee supphes of Gtennany 
and France Indian coffee is used there as a blend to impart flavour to the 
coarse coffees of America and the demand for it is compl^entaiy, and not 
competitive, to Amencan coffee. The French import quota system does not 
appear to have worked harshly in the case of this artuue l^e very small German 
imports of Indian coffee m 1931, 31,000 out of 3 13 milhon cwt , dwmdled away 
to a bare one-fiflh m 1936 (6,000 cwt ) 

^ Preference 10 per cent od valorem 

3 In 1936, It improved to 6 4 per cent, but the improvement was relative, 
not absolute 

^ In 1936-7, It recovered to s per cent 

3 Preference 10 per cent ad valorem firom i March 1932 , ' 15 per cent from 
1 January 1933. 
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castor oil, ground-nut oil, coconut oil, linseed oil, rape seed 
oil and sesamum oil.* Of these, castor oil and ground-nut oil 
are the most important from the point of view alike of total 
exports from India and of exports to the United Kingdom, 
though rape, sesamum and coconut oils form a much more 
important item in home production and consumption. 

Gertam peculiar features of the trade in this group of 
commodities make the delicate mechanism of demand, supply 
and price highly complex in its operation, and obscure the 
working of the preference. 

The vegetable oils, whose constant mutual competifion 
produces closely mtermixed effects, are a much wider and 
vaster group than the one formed by India*s exports. They 
include in the order of importance of their production (by 
weight) cotton seed oil, ground-nut oil, coconut oil, linseed oil, 
lard, soya bean oil, olive oil, simfiower seed oil, tallow, palm 
oil, rape seed oil, palm kernel oil, sesame seed oil and others.^ 
All these together constitute &e several alternatives for 
important uses in which India’s exports have to compete for 
employment They have, agam, to meet the important 
competition of animal oils, prmcipally whale oil, which is a 
substitute material for the mani^acture of mai^arine and 
soap’ 

There is now no oil for which there are not several alter- 
native uses ; equally there are no important uses for which 
several alternative oils are not available. This fact causes 
die fluctuations of the supplies of individual commodities to 
have htde effect upon the price and, therefore, the demand 
for these commodities. 

Total exports of vegetable ods from India increased con- 
siderably from I *38 million gallons during the pre-depression 
trienmum 1927-30, to i *9 n^on gallons (valued at Rs 30 
lakhs) in 1931-2. The rdative share of the United ELingdom 

* A tanff of 10 per cent ad mdortm was imposed on foreign imports of these 
MtidesJ^ die Import Duties Act It was mcreased to 15 per cent ad mlorm 
by the Ottawa Agreements Act, with effect fiom 17 Novembw 193a 

^ An Eamanae Svn^ tf tht Colomal Bmpm, 1935, p 499 

’ The pnnapd uses of &tty oils are (r) mr the manufacture of margarme , 
(al for the manufacture of cooking oil and compound lard for edible &t, and for 
other etdmary purposm , (3) for the manufacture of soap, detergents and glycer* 
/«' /** of pamt, varnishes and Imoleum , (5) as lubricants ; 

™ (6) for other mdustnal purposes, sudi as the manufacture of candles and 
lighting oil 
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advanced remarkably &om a quarter to a little over one- 
half. In 1932-3, total exports advanced further to 2*44 
million gallons (Rs. 38 lakhs) and the United Kingdom share 
went up to 60 per cent. Since then there has been a recession 
and revival of total exports, accompanied by a more than 
proportionate decline and recovery in the United Kingdom 
share, to 34 per cent in 1934-5 and 45 per cent in 1936-7. 
The preference appears to have effected no decisive shift 
in the trend of Indian exports. 

Castor Oil 

\ 

United Kingdom imports of castor oil were 4,300 tons in 
1936 against 3,300 tons in 1931. The Indian share was 
respectively 4,100 tons and 2,100 tons. The percentage of 
imports from India has thus increased between the two years 
from 64 to 95. 

Exports &om India increased &om a million to a million 
and a half gallons between 1931-2 and 1936-7. Of these the 
United Kingdom had 70 per cent and 68 per cent respectively. 

Both sets of statistics show a small benefit from the prefer- 
ence in respect of the small trade in this article. 

Ground-mt Oil 

The small United Kingdom imports of ground-nut oil were 
reduced by 70 per cent (from 13,200 tons to 3,700 tons) in 
1932 as a result of the tariff on the foreign article. There 
was a spurt to 7,800 tons in 1935, but imports receded to 
5,300 tons in 1936. 

The share of India jumped from 5 to 95 per cent between 
1931 and 1933, then fdl violently, and rose steeply again in 
1936 to 88 per cent. 

The extremely variable character of the demand for this 
article, due perhaps in a large measure to the fact that it can 
be substituted for, as well as replaced by, a great variety of 
oth^ products, is fully reflected in the figures of exports from 
India. No consistent expansion in the United Kingdom 
demand is revealed by them. 

The preference would appear to have been of some value, 
but tile competition which ground-nut oil has to face comes 
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&om such wide and varied sources that it can hardly safe- 
guard the marhet for this commodity, unless supplemented 
by a tarifif on all competing substances It was appreciation 
of this fact of indirect foreign competition that led the 
Sub-committee of die Imperial Council of Agricultural 
Research to recommend to the Government of India * that 
the Go\’emment of the United Kingdom be approached with 
a proposal to impose an import duty on all foreign fats, oils, 
and oil-seeds, which compete with oil-seeds produced in the 
Empire 

The trade with the United Kingdom in other vegetable oils 
such as linseed, coconut, rape and sesamum oils, is hardly 
yet of any importance to d^rarve notice here* 


5. Group V : Individual Commodities 

\Vhiat 


G£i 33 i 000 j:£ 30*4 millions; Rs. 10 lakhs, Rs 15 lakhs) 

A preference of as. a quarter or about 4d. a maund has 
been granted on imports of w'heat into the United Kingdom 
horn ihe Empire countries. Until 1935-6, the preference 
did not prove of any appreciable value. India had hardly 
an excess of production over her own requirements for internal 
consumption with a normal crop at the then prevailing level 
of world prices This level remained depressed below' Indian 
export prices, owing to a state of over-supply in relation to 
existing demand and a consequent huge accumulation of 
stocks. Far &om there being any exports of Indian wheat. 


^ Aterf of Cnp Plojaxrg Gorfemtee, Sunla, 1034 

■^ Indeed the advantage tmt hiu beoa said to ha\e accnied firom the 
pemsmee m mch ^ u that of rendenog eirecti\e the * protection of o&er 
I^partmental Now these *othw oib* ate ground- 

of “ general compedtion with Ae bulk 

th« maiidy as a lubncanc and for medicinal purposes So 

/educed to onijr ground-nut oil On the o^r hand, 
cannot be cortecUj said to protect imports of Indian 
ground-nut oil, for the Ibrmer is pnnap^y a drying od and is not m effective 

Ac d,nd&«t“f dommuc SS 
Kin^om was the most important objecti\e, and appean 
aopprtant net effect, of thrrecent teriff aCSta 

preference to the Empue-gtowTi 
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it had to be protected in the home market against foreign 
imports. 

In the last two years, 1936-7 and 1937-8, conditions have 
been increasingly favourable to export. Large exports, 
most of them directed to the United Kingdom, have therefore 
taken place. The amount of exports in 1936-7 was 232,000 
tons (Rs. 2*1 crores) of which 210,000 tons (Rs. i*88 crores) 
went to the United Kingdom. It rose to 460,000 tons 
(Rs. 4*62 crores) in 1937-8, the United Kingdom share being 
290,000 tons (Rs. 2*91 crores). 

The preference which the Indian Delegation regarded 
largely as of potential value in the case of India, has now 
become operative. It is difficult, however, to assess the 
measure of advantage conferred by it, as the other factors at 
work ^e conditions of production and demand are so much 
more important than the preference. 

Cotton Manufactured 

^50,000, ^8*94 millions ; Rs. 17 lakhs, Rs. 4*82 crores) 

Exports of Indian cotton manufactures to the United 
Kingdom, mostly in the category of handkerchiefs and shawls, 
are a small, specialized and insignificant part of the total 
trade Exports to Colonial markets, also entitled to prefer- 
ence under terms of the Ottawa Agreement, are considered 
in a later chapter.® 


jzo ’ general rate~io per centae/sa/oremfiroxn i March 193a ; 

Jotton 1933 , and from i January 1935, the same rate for 

nets of all carpets and rugs, etc , and 30 per cent for lace and lace 

® See below Chapter IX, 3 



Chapter VI 

THE EXPORT TRADE AND PREFERENCES : 
SUMMARY OF EFFECTS 

I. Preferred Exports 

It is now possible to take a comprehensive view of the Indian 
export trade in bodi preferred and non-preferred commodities 
and to sum up certain conclusions suggested by the survey in 
the foregoing pages. 

Preferred Exports 

The following table summarizes the exports of all preferred 
commodities included in the five groups dealt wifii above as 
well as their changing distribution between the United 
Kingdom and other countries firom 1931-2 to 1936-7. 

Tabu XXXVI 


Exports all Preferred Commadtttes from India 
(Ra. crorcs) 


To 

1931-9 

1939-3 

* 933-4 

* 934-5 

* 935-8 

1936-7 

United Kingdom 
Other Countries 

Total 

Umted Kmgdom, 
per cent 

32 3 

67 0 

98 7 

56 X 

34 8 

53 7 

35 4 

49 8 

85 8 
54 8 

43 6 

05 9 

99 3 

84 8 

88 5 

85 9 

90 6 

X 09-5 

33 

34 

H 

42 

40 

40 

Indices 


Umted Kmgdom 
Other Countnes 
Total 

100 

100 

100 

§9 

85 

108 

80 1 

89 

1x0 

XIX 

83 

9 * 

1x0 


Total exports of preferred articles declined sharply m 
^938-3» oscillated till 1935-6 with a slight upward tendency, 
and m keeping with the rising general trend of trade revived 
appreciably in 1936-7 to a level above that of 1931-2 by 
Rs. 10 crores, or 10 per cent. 
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Exports to the United Kingdom fell relatively less than 
exports to other countries in 1932-3, went up considerably 
in the very next year, maintained a slight but steady upward 
trend in die two years following, and experienced a marked 
revival again in 1936-7. In that year they were higher 
than in 193 1-2 by over Rs. ii crorcs or 35 per cent. 

Exports of prdTerred articles to other countries continued 
their uninterrupted decline till 1934-5, when they were down 
by about one quarter. After that they increased, rather 
rapidly, and in 1936-7 nearly attained the level of 193 1-2, 
being actually less by about 1^. i crore. 

The proportion of preferred exports taken by the United 
Kingdom increased ftom 33 per cent in 1931-2 to 42 per cent 
in 1934-5. It receded to 40 per cent in 1935-6 and 1936-7. 

The following table shows the distribution of the United 
Kingdom import trade in commodities on which preference is 
accorded to India. 

Tabus XXXVII 


UntUd Ktngdmn Imports qf Articles on which Prtference ts Granted to Indttf 
{£ nullions) _____ 


From 

*931 

*938 

*933 

*934 

*935 

*936 

India 

s6 6 

34*3 

37 

38 6 

1^ 

34 ** 

Other Empire 

Countries 

*7 7 

*7 5 

16 6 

z 8 3 

IDI 

*9 

All Empire Countries 

44 3 

4 * *7 

43 6 

46 8 

46 1 

53 * 

Foreign Coimtnes 

3 * 9 

84 5 

30 9 

37 6 

87 9 

38*8 

Total 

76 3 

66 3 

64 5 

74-4 

74 

81 9 


Percentages 


India 

Other Empire 

35 

36*6 

4 * 9 

38-4 

38.4 

4 * 7 

Countnes 

33* 1 

36 4 

85 7 

10 

o> 

83 9 

S 3 3 

All Empire Countnes 

58 I 

63 

67 6 

63 

63 3 

64 9 

Foreign Countnes 

4 * 9 

37 

38 4 

37 

37 7 

35 * 

Total 

100 

100 

100 

100 

100 

100 


^ The figures are the total of the four groups mto which the preferred exports 
of India have been divided The fifth group is excluded, because, until 1935-6, 
only one-half per cent of the imports cS artides m it were derived fifom India , its 
mcuusion would vitiate the aggregate results m respect of other groups 
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Over the penod as a whole, from 1931 to 1936, the pro- 
portion of articles on which preference is extended to India, 
derived from India, increased &om 35 to 42 per cent, that from 
foreign countries decreased correspondingly from 42 to 35 per 
cent, and from the other Empire countries was the same — 
23 per cent — ^in both years. Within the period, important 
oscillations had occurred m these relative shares. By 1933, 
the percentage of imports from the other Empire countries as 
well as India had distinctly improved , pan passu, the pro- 
portion of foreign imports had steeply declined. From 1933 
to i935> relative share of India as well as other Empire 
countries steadily but visibly receded, that of foreign countries 
underwent a marked improvement. In the last year, there 
was a sharp rise in India*s share to the levd of 1933, a small 
declme in the share of other Empire countries to the level of 
1931, and an appreciable fall m the share of foreign countnes. 

In absolute terms, comparmg 1936 with 1931, India had 
gained an addition of trade to the extent of milhons, 
the other Empire countries by a littie over £1 milhon, the 
Empire as a whole by £q miUions, while the foreign countries 
had lost custom by over £^ milhons. While these results 
appear more favourable to Indian exports m 1 936, their general 
nature was the same m other years after the grant of prefer- 
ence. Thus m 1935 against 1931, Umted K^dom imports 
from India had increased hy £j} millions, from other Empire 
countries had remained about the ssune and from foreign 
countnes had gone down by £4. millions 

India s share of the Umted Kingdom market for preferred 

imports thus increased alike as compared with the other 

Empire countnes and foreign coimtries The increase ha!; 

been marked m certain years smee the grant of preference 

and moderate m others . m all the years, however, it has been 
unmistakably evident , xuis cu 

The trends m the direction of trade in regard to various 
gr^ps of commodities may here be bnefly summarized. 

The largest increase of exports to the Umted Kmgdom took 
place m the second group,* from Rs. 2 • 8 crores m 1931-2 to 4 • 7 
crores m 1935-6 and 7-3 crores in 1936-7 ; precisely of this 
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group the exports to non-British markets suffered the heaviest 
decline, from about 22 crores to 14 crores in 1935-6 (14! crores 
in 1936-7) : the percentage of exports to the United iSngdom 
went up from 12 to 34. As has been already mentioned 
and will be explained presently, a relation of cause and 
effect does not obtain between diese two directly contrary 
trends : the decline in exports to other countries occurred 
largely for reasons independent of Ottawa, though preference 
in the United Kingdom was sometimes responsible for such 
reduction through a diversion of supplies to that country, 
e.g. in the case of linseed. On the side of the United Kingdom, 
too, there was an increase in Indian imports of this group 
from j^ 2*6 millions in 1931 to £ 4 .*i millions in 1935 and 
5^6* 5 millions in 1936 ; other imports in the meantime 
declined from £Q '2 millions to millions ; the relative 
share of India improved from 24 per cent to 54 per cent. 
The increase was preponderantly due to linseed, imports of 
which were also abnormally low in 1931. For the rest, it 
was f^ly generally spread over other items in the group 
excepting parafiin wax, which went down for special reasons.* 
There was a small increase of a little over i ^crores in the total 
exports of articles in the first group,® from Rs. 33! crores to 
35^ crores between 1931-2 and 1935-6. Exports to the United 
Kingdom went up by half a crore from 8*8 to 9*3 crores. 
The United Kingdom share was 26 per cent in both years. 
In 1936-7, the total exports increased by a little over 6 crores of 
which nearly 2 \ crores went to the United Kingdom, whose 
relative share advanced as a result to 28 per cent. India’s 
position in respect of these commodities is strong in the United 
Kingdom as well as in the other markets of the world : this fact 
at once linuted the possible value of the preference in the 
United Kmgdom and the liability to loss in other markets. The 
United Kingdom imports of Indian commodities in diis group 
' were £6*6 millions in 1935 against £ 6 ^B millions in 1931 ; 
other imports decdined meanwhile from ^^2*6 millions to 
£o‘Q milhons; the proportion of Indian imports went up in 
consequence from less than 73 per cent to over 88 per cent. 

‘ See above Chapter V, s 

* Jute nianufactures, tanned hides and skins, coir yam and mats and matting, 
teakwood, castor seed and raw goatskins 
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In 1936, the imports took a leap by ^3 millions, most of them 
millions) being derived from India. The increase 
occurred mainly in jute manufactures and tanned hides and 
skins, but also extended to teakwood and raw goatskins. 
The preference enabled India to participate in a larger 
measure than she could otherwise have done in the great 
ei^ansion of the United Kmgdom market in 1936. 

Exports to the United Kingdom of articles in the third 
groups also increased from Rs. 19I crores in 193 x-2 to 20^ 
crores in 1935-6 and 21^ crores in 1936-7. Exports to other 
countries declmed from 12J crores to 7 crores in 1934-5, but 
recovered remarkably to 14I crores in 1936-7 The relative 
share of the United Kmgdom was 60 per cent in the last year 
agaimt6i per cent in the first, but had been as high as 75 per 
'cent in 1934-5. The United Kingdom on her side derived in 
1931 less than 47 per cent of her imports from India {£16^ 
milhons out of ^^35 milhons). This proportion rose to 52 per 
cent m 1933 and fell again to a little over 48 per cent in 1936 
milhons out of ^35 millions) ; the other Empire countries 
improved their share from 37 to 43 per cent over the five years j 
the proportion contributed by foreign countries contracted 
memiwhile from 16 per cent to 9 per cent. The small increeise 
in imports from India was mostly accounted for by ground- 
nuts but partly also by pig lead As such it was due mo re t o 
eiqiansion of total demand than to preference. 
to Indian ground-nut exports to foreign countries, in i^^icul^ 
France, was an indirect result of Ottawa. f "7 ^ ^ 

The fourth group* is a small one. A slight absolu^ as well 
as relative increase of exports to the United Kmgdom, took 
place, fix>m i *04 crores or 24 per cent in 1931-2 to i *2 crores* 
or 27 per cent in 1936-7. The United Kmgdom increased 
Indian commodities in the group from £0*9 
millions to £1 *3 millions, and her total imports from £21 
milhons to £24 milhons The Indian imports of all the 
conunomtira in the group increased more or less appreciably, 

m a relative sense ; of spices alone suffered catastrophic 
extinction 

* ground>nuts and pig lead. 

“®*. ■?««. pui««.d b«™. 


m#/'! 


MtU\K 
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The main items in the fifth group are wheat and cotton yam 
and manufactures * Total Indian exports in this group fell 
from Rs 5^ crores to 3^ crores by 1935-6, all on account of the 
decline in cotton manufactures They rose to 6^ crores in 
I936"7 j due largely to emergence of wheat exports (to the 
extent of 2 crores) and partly to an increase of cotton manu- 
factures (by I crore). Ninety per cent of the exports of 
wheat being consigned to the United Elingdom, the proportion 
of total exports of all commodities in the group taken by that 
country naturally increased to 36 per cent in 1936-7 fi*om 
9 per cent in 1931-2. 

2. Non-Preferred and Preferred Exports 

The relative movements of non-preferred and preferred 
exports and their distribution between the Umted Kingdom 
and other countries may now be examined 

First as regards non-preferred exports : after a drop 101932-3, 
more marked in the case of those to the United Kingdom than 
to other countries, the exports made a quick, consistent and 
remarkable advance, mu^ more in the case of the United 
Kingdom than of other countries. By 1936-7, exports of 
non-preferred articles to the United Kingdom had nearly 
doubled since 193 1-2 (and had increased to two and a half 
times their amount in 1932-3) ; exports to other countries had 
gone up by nearly half of thar value in the first year ; total 
non-preferred exports were up by more than half 

A reference to the indices of total exports of all articles 
and of preferred and non-preferred articles will show that 
there was a decline of 15 per cent m the value of Indian export 
trade m 1932-3, which affected non-preferred exports rather 
morethan preferred exports. From 1932-3 bothclassesof exports 
began to expand, but at very different rates Till I 935 ”® 
the expansion of preferred exports was small and irregular 
7 per cent — that of non-preferred exports, on the other hand, 
was continuous and considerable — 47 per cent. ^ In 1936-7 
both preferred and non-preferred exports made rapid recovery, 
the latter again more ^an the former 

* Other commodities mduded m the group are barleyi magnesite, gramte sets 
and kerbs, other hardwoods and sandalwood oil 
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Tabub xxxvra 

Exports iff JtonrPr^emd tad Prtftmd Artules to the Untied Ktngdom md oUter CowOnes 


To 

1931-2 

1932-3 

1933-4 

1934^5 

* 935-6 

1936-7 

Jifyn-Prtfemd Artteles (Rs crores) 



United Kingdom 

10 6 

8 I 

13 4 

13 5 

*4 7 

so X 

Other Countnes 

46 

39 3 

46 4 

53 9 

55 2 

67 3 

Total 

56 6 

47 4 

58 8 

66 4 

69 9 

87 4 

Umted Kmgdom, 







per cent 

18 

17 

as 

^9 

ax 

as 


Mm-Prefemd Articles Indices 



Umted Kmgdom I 

too 

76 

117 

118 

*39 

xgo 

Other Countries 

100 

85 

99 

ri7 

130 

146 

Total ! 

xoo 

1 84 

103 1 

117 

133 

154 


Prtferrtd Artteles Indices 



Umted Kmgdom 

100 

89 

108 

no 

in 


Other Countnes 

100 

84 

80 

li 

83 

98 

Total 

100 

85 

89 

86 

9 * 

no 


AU Artsdes 

Indices 




Umted Kmgdom 

100 

86 

no 

ns 

n8 

148 

Other Countnes 

100 

84 

89 

92 

97 


Total 

100 

85 

94 

97 

*03 

ISO 

Non-Prtfsrred Artteles Percentage of total eiqiorts 



I 36 3 

I 35 9 

i 39 9 

1 43 9 

1 43 5 

1 445 

Ei^ts to the Umted Kingdom 

Percent^e of total escorts 



27 5 

37 8 

33 0 

31 6 

3 * 5 

32 3 


A comparison of the indict of preferred and non-preferred 
exports to die Umted Kingdom and other countries respec- 
tively brings out the operation of two broad tendencies in the 
character and distribution of India’s export trade during the 
duration of the Ottawa Agreement (i) The tendency to a 
relatively greater eiqiansion smce 1932-3 of non-preferred than 
of preferred exports appears both in the case of the United 
Kmgdom and of other countries (2) The tendency to a 
rdatively greater increase of ojports to the Umted Kmgdom 
than to other countries is apparent both in the case of preferred 
and of non-preferred articles. The first tendency is more 
pronounced than the second. This is evident firom the fact 
Aat the percentage of non-preferred exports of all exports 
increased from 36 to 45 between 1932-3 and 1936-7, while the 
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percentage of exports to the United Kingdom of total exports 
increased in the meantime from 27 *8 to 312 *3. 

The second tendency though less marked was, nevertheless, 
important and significant : the proportion of non-preferred, 
no less than of preferred e^orts to the United Kingdom 
increased during the period of operation of the preferences 
from 18 per cent to 23 per cent. (Of preferred exports, as 
already observed, the percentage of exports to the United 
Kingdom was 40 in 1936-7 and 42 in 1934-5 against 33 in 
1 93 1 -2.) The tendency to increased reliance on the United 
Kingdom market is thus seai to have been uniformly char- 
acteristic of all exports, non-preferred as well as preferred. 

As a result of these two tendencies, one more important 
than the other, the order according to the extent of increase 
between 193 1-2 and 1936-7 of the four broad currents of 
exports has been : non-preferred exports to the United 
Kingdom (90 per cent) ; non-preferred exports to other 
countries (46 per cent) ; preferred exports to the United 
Kingdom (35 per cent) ; preferred exports to other countries 
(—2 per cent) ; the first showed the largest increase, the last, 
an actual small decline. 

What, in the first place, accounts for the pronounced 
tendency towards the relatively greater expansion of non- 
preferred than of preferred exports, both in the case of the 
United Kingdom and of other countries ? 

It may be stated at once that the disparate movements of 
exports of preferred and non-preferred articles are not a result 
of preference. Their explanation is to be found mainly in the 
difference in the character of their commodity composition. 
The preferred articles consist, for the most part, of food and 
feeding stuffs for cattle such as tea, coffee, tobacco, spices, 
lice and other cereals and pulses, fodder (oil-cakes ^d rice 
meal) and oil-seeds ; and of manufactured articles like coir, 
jute and cotton manufactures, woollen carpets and rugs, tanned 
hides and skins and paraffin wax — commodities of which Ae 
share of world trade has declmed relatively to raw materials 
in recent years. The non-preferred exports, on the other 
hand, are heavily weighted by textile fibres such as cotton, 
jute, wool and hemp, and non-ferrous metals (raw materials 
of the steel mdustry). Eiqiorts of the latter experienced a 
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marked revival under the stimulus of svdR recovery in the 
heavy industries ; and of the formw (excepting v/dol) went 
up strikingly as a result of higher prices brought about by 
reduced output and increased demand ^ 

Appendix E gives the changes m the eisports of important 
non-preferred articles to the Umted ELmgdom and other 
countries. 


3. Reasons for the Relative Decline of Exports to 

Non-British Markets 


What, s^ain, are the reasons for the second broad tendency 
noticed above — ^the relatively greater expansion of Indian 
ei^orts, preferred and non-preferred alike, to the United 
Kii^;dom than to other countries ? 

The general causes which explain the increasing rdalive 
share of the United Kingdom of Indian export trade have been 
dealt with earlier * They indicate why oqiorts to the United 
Kmgdom, of non-preferred as well as preferred goods, have 
been relatively stimulated, or why such exports to other 
countries have remained relativdiy depressed. They may now 
be briefly restated, and a few of them may be stated more 
fully in the light of ^e analysis of preferred exports made above, 
and of the direction of Indian trade as a whole made bdow. 


Adxierse Effects of Preferences 


The na^e of the adverse effects of the preferences in the 
United Kingdom on India’s trade with foreign countries has 
been described at the begiimmg of an examination of the 
working of the preferences.* Only two instances may be 
recapitulated to illustrate the more obvious mode of their 
action. Firstly, it has been seen how the supphes of Tn<^ian 
Imseed wwe diverted fix>m the contmental markets to the 
Vmitcd Kingdom by the attraction of the preference.* Again, 

OX Vi second dSTlPnl' tllie .*.• 



* See above Ouiptm IL 4 and 

* See above Chapter IV, i 
See abo\e Chapter V, s. 


s 
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in other markets — ^ground-nuts furnish a striking' instance in 
point : the exclusion of French West African supplies from the 
United Kingdom directed them in a much larger measure 
than before to the market of their home country, where they 
increasingly displaced Indian ground-nuts, which had always 
found their principal market in France.* 

Besides, certain developments in commercial policy harmful 
to India’s export trade may have been actually furthered by 
the agreements concluded at Ottawa among the members of 
an Empire with the most widespread and ramifying trade 
connexions. For one thing, the principle of close trade 
relations between France and her Colonies, which had long 
been an essential part of French Colonial policy, received 
support from the example of Ottawa. The French * Ottawa ’ 
in the form of the Colonial Economic Conference in May 1933, 
and December 1934, reinforced the already strong tendency 
to economic co-ordination between the home country and the 
Colonies, and thus hit the trade of the former supphers of 
France, mcluding India. Again, Ottawa, however justified 
it might otherwise have been in the facts of the situation, was 
the signal for a general movement towards higher and intenser 
protection all over the world, and did vast damage to the cause 
of economic internationalism. In this way it indirectly 
contributed to the decline of Indian exports to countries other 
than the United Kingdom. 

Self-sttfficien^ 

The trend to autarchy, generally more pronounced on the 
contment of Europe than elsewhere, has been observed to be 
more marked in food and feeding stuffs than in raw materials 
Imports of raw materials, too, notably oil-cakes, oil-seeds and 
vegetable oils into many countries have been replaced with 
varymg degrees of success by home-grown fodder and dairy 
produce and animal fats. Imports of other raw materials like 
cotton, hemp and wool, and rubber and petrol may be sub- 
stituted to a greater or smaller extent accordmg to tie results 
of projected schemes in countries like Germany. But on the 
whole, so far, attempts at attainmg self-sufficiency in raw 
materials have been attended with much less success than 
' See above Chapter V, 3. 
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sinular efforts in respect of foodstuffs. In any case, a natural 

and necessary result of such attempts has been to 

level of Indian exports to countries other than the United 

Kingdom. 

Bilateralism 

In the case of raw materials,* it is ffie new grouping of 
economic and commercial relations amoi^ states brought 
about by the institution on a large scale of bilateral clearance 
aT^t^ compensation agreements that has plac^ India at a 
disadvantage against her rivals. Bilateralism, indeed, next to 
the depression, has been the most important fector responsible, 
first, for the great contraction and, later, the slow es^anaon 
of Indian exports to countries other than the Umted Kingdom. 

4 Bilateralism and Indian Trade 

An examination is, then, necessary of the mcidence of bilater- 
alism on the trade of India, and of the more important causes 
of this general trend, includmg the bearmg, if any, of a general 
scheme of Imperial preference m that direction. 

An outstanding feature of the direction of Indians trade 
until 1931-2 was that her imports from the Umted Kmgdom 
greatly exceeded her exports to that country. On the other 
hand, she had a favourable balance of trade with most other 
countnes. To the United Kingdom, however, she had to 
make large annual payments on accotmt of mterest on her 
overseas debt, profits and commissions of industrial, commercial 
and financial concerns, salan^, allowances and pensions, etc. ; 
but * the export surplus required for these payments was not 
obtained in trade with that country, but with other con- 
sumers of Indian products m all contments 

This triangular character of trade has undergone radical 
changes during recent yearn When the considerable shrink- 
age in die net balance of trade and its subsequent revival has 
been allowed for,^ the outstanding change in the direction 
of India’s trade is found to have occurred in respect of Ae 

* Most of the important raw matcnals belong to the non>piefened cla-w 

* Renew of World Trodct 1935, p 63 

) India’s export surplus was 79 ctorcs in 1929*30, had nearly vanished 
by 1932*3, when it was 3 crores, and revived to 77 crores agam in 1936*7 
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United Kingdom. With remarkable swifbiess India’s heavy 
negative balance of trade with that country, 34 crores in 
^929"3®9 disappeared and turned into an even balance by 
i93^"2. The result was brought about by a much greater 
contraction of imports from, than of exports to, that country. 
The negative balance reappeared in 1932-3, and to a smaller 
extent in 1934"5 j but was repressed each time, and followed 
ui 1933-4 und 1935-6 by an equation of exports and imports, 
lu i 93 b" 7 s the unprecedoited phenomenon was witnessed 
in the history of Indo-Bntish trade of an export surplus of 
Rs. 18 crores in favour of India. 

This marked improvement in the position of India’s balance 
with the United Kingdom was, however, only the reflex and 
counterpart of the almost permanent deterioration of the 
balance of trade with Europe and other British and foreign 
countries (excepting Japan). 

These changes are the most striking illustration of the 
tendency to bilateralism in visible as well as invisible items in 
respect of Indian trade * for the first time m the long record of 
modern trade relations between the United Kingdom and 
India, the net invisible imports from the former were directly 
paid for to an important extent by net visible exports to that 
country. 

Triangular Trade, Balance of Trade and Bilateral Trade 

As a consequence, an important change has occurred in 
the distribution of the total Indian trade between triangular 
trade (in the strict sense) and balance of trade (which together 
constitute triangular trade in the wider sense) and bilateral 
trade. Triangular trade (in the strict sense in which it is 
meant to be understood bdow) is the merchandise trade in 
one direction which is settled by merchandise trade not in 
the reverse direction but in another direction ; bilateral trade 
is reciprocally balanced merchandise trade ; and the balance 
of trade is tiie excess of merchandise exports over imports or 
wee versa which is settled not by commodity trade but by 
invisibles For illustrating these broad divisions of total trade, 
the Indian trade figures for 1935-6 may be taken. The total 
trade of India in that year was valued at Rs. 298 • 7 crores, 

Rs 134*4 crores of imports, Rs. 164*3 crores of exports. Of 
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this, go per cenl^ or Rs 272 *6 crores, of trade made up of Rs 
124*4 crores of imports and Rs. 148*2 crores of ec^orts, 
IS analysed in the l^mm of the Trade of India according to 
countries of origin and desdnation of imports and exports. 
The excess of exports over imports of this analysed volume of 
^ trade or the balance of trade was Rs. 23 *8 crores. The sum 
of the export balances with aU countries with which export 
balances obtained was Rs. 34*9 crores ; the sum of import 
balances with all the remaining countries was Rs 1 1 *2 crores. 
The total trade of Rs. 272*6 crores was thus divided into 
(1) triangular trade amounting to Rs. 22 *4 crores (the import 
balances of 1 1 * 2 crores plus an equal amount of export balances 
against whidi they could be debited) ; (2) balance of trade 
(or trade setded % recourse to invisible transactions), 23*8 
aores ; and (3) bilateral trade reciprocally balanced, amount- 
ing to 226 *4 crores, the sum of total eiqports less export balances 
and total imports less import balances. The following 
table brings out important changes in the distribution of total 
Indian trade on the above hnes and therefore in the nature of 
trade relations with important trading countries 


Table XXXIX 


Pmtnlege Duinbulton of Indum Trade between Tnangular Trader Baiam 

Trade and BdaHeral TraA 



Tnangular TVade 

Balance ofTrade 

Bilateral Trade 

1929*30 

9 S 

9 


1932*3 

as 


* 934*5 

la 

7 

1935*6 

1936.7 

8 

0*6 

9 

as 

% 


It Will be seen that from 1929-30 to 1932-3 bilateral trade 
increased from 69 to 78 per cent, all at the expense of the 
balmceof trade, whichfellfromgpercent to nothing ; triangular 
trade represented the same proportion of total trade in both 
y^ From 1932-3 to 1935-6, the proportions both of 
bUatcral trade and of the balance of trade were mcreasing 
necessarily at the cost of triangular trade, which shrank con- 
sid^ably from 22 to only 8 per cent. In 1936-7, triangular 
trade pracucaUy vanished, the balance of trade swelled inst^ 
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partly at the expense of bilateral trade as well. If the balance 
of trade settled 'by invisibles were also to be split up into 
bilateral and triangular trade, it would be found that in 
1936-7 a substantial part (at least 25 per cent, but probably 
more) represented bilateral settlement of claims. So that 
bilateral trade in the wider and perhaps more proper sense, 
m fact increased, or did not decrease, in 1936-7. \ 

Such far-reaching changes call for explanation as well as 
inquiry regarding the extent to which modification in the 
fiscal system of the Empire might be responsible for 
them. 


5. Bilateralism : Motives and Effects : British 
Protectionism and Imperial Preference 

It has been mentioned above how bilateral trade treaties 
are multiplying in number, variety and complexity as a result 
of the tendency to planned and regulated trade specially 
stimulated by the strain of the recent crisis and most prominent 
in the case of European and South American countries.* 
These treaties have naturally tended to encourage bilateral, 
at the expense of multilateral trade : of twenty-two countries 
representing over 70 per cent of world trade the proportion 
of triangular merchandise trade declmed appreciably from 
18 *4 per cent in 1929 to 13*8 per cent in 1935 ; a steady 
and significant increase also occurred in the proportion of 
bilateral merchandise trade from 68*1 per cent in 1931 to 
74*2 per cent in 1935.* The delicate mechanism of the auto- 
matic balancing of claims and obligations with individual 
countries through the operation of many-cornered clearing 
has worked with only partial success. More and more, there 
has been a tendency towards equalizing merchandise transac- 
tions with individual coimtries through quotas and clearing 
arrangements 

Clearing agreements by artificially stimulating trade between 
the contracting parties often have adverse efiects on the trade 
with third countries. 

‘ See above Chapter III, s, 3 , also Chapter I, i 

* Remew of World Trade^ i935» P 65 The same review for 1937 further adduces 
evidence of the contmuance uie trend to bilateralism (see p 66f} 
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Thus, for example, debtor dealing countries in Europe had 
been largely dependent upon overseas countries for their supply 
of raw materials. Clearing agreements have rendered &eir 
supply of free currency scarce, and led to a reduction in their 
purchases of overseas raw materials, diverting demand to 
countries with which agreements have been conduded.^ 
As a result * overseas countnes which used to supply raw 
materials to Germany and the other countries of Central and 
Eastern Europe have imdoubtedly suffered serious losses, 
owing to (he shrinkage in their trade with those countries 
India as one of the important overseas suppliers of raw materials 
to European countries has naturally been adversely hit by 
these devdopments, which have in effect, though not in 
intention, discriminated against her and others similarly 
placed 


British Brotectum and Impmal and Bilateralism 


The adoption by the United Kingdom of protection and 
Imperial preference itsdf marked an important stqp in the 
direction of bilateralism. It has been seen above? that mter- 
Impmal trade rose suddenly from 25*7 per cent of the total 
Empire trade m 193^ to 29*1 per cent in 1932, the first year 
of die incomplete operation of the Import Duties Act, and 
steadily advanced smce to 31 per cent in 1936. ‘The 
prmcipal result of Ottawa has been to direct a certain gmap 
proportion of the Empire’s overseas trade from foreign to 
inter-imperial channels ** 

By the introduction of tariff protection in 1932, the Umted 
I^gdom market was to a large extent dosed to the manu- 
factured products of Germany, the United States and the 
smaller industrial countnes of Europe And, ‘with the 
reduction in the British imports of manufoctured artides the 
amount of foreign currency available to the Umted States and 
the European mdustnalized countries for the purchase of 
pnmary products in undevdoped countries has been reduced 
and the prices of such products as well as the quantities 


« cTSfJSS CUart’tgAgnemenU, 1935, p. 

^ Bcormut, ig October 1935. 
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1 12 

entering into trade have been maintained at a lower level 
than would otherwise have been the case 

Indeed, the United Kingdom had long been Ihe centre of a 
vastly important system of triangular clearing of balances, 
embracing within its extensive scope the agricultural and 
industrial countries alike. That system had been based on 
huge exports of long term capital from the United Eingdom 
mostly to the overseas agricultural countries. The income 
from such investments had been realized very largely in the 
form of excess imports into the United Kingdom from industrial 
countries, which in turn had an excess of imports from the 
agricultural countries.® The overseas agricultural countries 
depended for their power to transfer the debt service payments 
to the United Kingdom on exports of primary products to 
industrial countries. These in turn depended for their power 
to receive imports of overseas primary products on exports of 
manufactured goods to the United Kingdom. British pro- 
tectionism has dealt a blow to this indirect and delicate 
process of adjustment : the proportion of the United Kingdom 
import surplus in the trade with highly devdoped industrial 
countries dropped from two-thirds in 1930 to two-fifths in 
1934. ‘ This involved a partial dimination of the' triangular 
trade movements responsible for the transfer of payments 
due to the United Kingdom.’® 

I 

6. The Net Effect of the Ottawa Agreement 
ON Indian Export Trade 

But have we not carried the discussion of practical policy 
on to a somewhat abstract plane ? It may be allowed that India 
would probably have stood better without British protection- 
ism, without the whole system of Empire preferences, and thdr 
train of direct and indirect consequences. But the practical 
question still remains to be answered : given the change 
in British pohcy, the adoption by her of protection and an 

f' 

‘ League of Nations Bahmee of Payments, ip i8. 

^ Thus of the outstanding British investments m 1930 amountiK to 
millions, probably only some 10 per cent were made m die Umted States and 
highly dei^oped European countries On the other hand, two-thirds of the 
import surplus of the Umted Elingdom m tibe same year resulted from her trade 
wiui these countries. 

3 League of Nations : Balance of PeymenU, 1934, p 19. 
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extensive system of Empire preferences, has India’s eiqport 
trade fared better with ihe Ottawa Agreement than it would 
have done without? 

A crude guess may perhaps be hazarded about the extent 
of increase m trade, if any, &at might have resulted &om the 
Ottawa preferences, if only to illustrate the order of magnitude 
mvolved, and the, manner of its approximate computation. 
United ELingdom imports from India were ^26*6 milhons in 
1931 out of a total of ^£76*2 millions, or 35 per cent, and 
^34*2 millions m 1936 out of a total of ^82 millions or 41 *7 
per, cent. If the proportion of Indian imports had not 
increased between ihe two years, ihe value of Indian imports 
would have been £29 ‘8 milhons in 1936. The increase in 
imports from 3(126*6 millions to 3(^29*8 millinns may then be 
taken to be accounted for by general recovery in United 
Kingdom demand. The frirther mcrease from ,^29 • 8 millions 
£34*2 milhons represents the rdative mcrease of imports 
from India, generally through displacement of foreign imports. 
But this, too, resulted fix>m the simultaneous operation of several 
fectors, many of them tendmg m the s^e direction. Among 
these trade diverting influences, however, the tariff preferences 
were the most important. Currency al^nment between the 
United Eongdom and India was probably of less importance in 
later than earlier years. British protectionism, themostimportant 
trade diverting frictor, besides the preferences, is of signifi- 
cance when the relative share of the Empire countries of the 
total Umted Kingdom import trade is considered In respect 
purely of preferred as distinct fixim protected goods, it does 
not enter the picture. The other factors, then, are such changes 
m supply and demand as, apart from the ftyistpnrff of pre- 
frrence, would have led to a rdative increase in imp orts from 
ndia. In the detailed analysis of the export trade in preferred 
commodities an attempt has been made roughly to indicate 
uie importance of these changes in each case relatively to 
prcfwcnce. Taking a collective view now of the detailed 
results m regard to individual commodiues, it would appear 
toat the combined effect of these changes in causing a relative 
increase m India’s share could not be more than the effect of 
Ac prefermces alone. Half of the total relative increase 
*4*4 millions may then fairly be assumed to be the least 


8 



114 INDIA AND IMPERIAL PREFERENCE 

measure of replacement of foreign by Indian imports due 
purely to the action of preferences. But against this estimated 
gain of • 2 millions in the United Kingdom market as a 
result of tariff preferences has to be set such estimated loss in 
other markets through a directly contrary process, the replace- 
ment of Indian by foreign imports, as might fairly be 
said to be due to the preferences m the United Kingdom on 
Indian goods (and not to the general adoption by the United 
Kingdom of the policy of protection and Imperial preference, 
or other factors). In view of the generally unsatisfactory 
working of the competitive mechanism in recent years, this 
loss could not have been equal to the gain in the United 
Kingdom. It may not be far wrong to put this loss at half 
the additional market secured in the United Kingdom as 
a result of tariff preferences.* On this basis, the net addition 
to trade as a result of the operation of the Ottawa preferences 
comes to • i millions or one and a half crores of rupees. 

But perhaps this underestimates the degree to which India*s 
export trade has stood better with the Ottawa Agreement 
than it would have done without. The assumption is implicit 
in the above method of arriving at the net results to trade of 
the Ottawa preferences that in their absence the status quo 
before the grant of preferences would obtain. Now the absence 
of ^ the Agreement would have meant not only the non- 
mdstence of a position of privilege for Indian exports against 
sunilar exports of foreign countries in the United Kingdom, 
but the e^tence, in addition, of a positive handicap on Indian 
exports in competition with exports from other Empire 
countries. In the event of the absence of the present Agree- 
m^t with the United Kingdom, therefore, not only would 
this net addition of trade have been lost to India, but, over and 
above this, a further loss would have been inflicted on Indian 

* Th® most easily recognizable form m which this loss occurs is diversion of 
®*P0rts from other markets to the Umted Kingdom in cases where no 
mtetantial measures are taken to restrict their entry into these markets 
The m^t decisive mdicaUons of this loss are afforded in the case of linseed, 
\%hidi has bera sufficiently dealt with above, and tea, where diversion is 
mggested by the nature of control exercised by the Ihcport Regulation Scheme 
The ca% of ground*nuts is not pertinent, as the restnctivc French policy was a 
result of the Imperial preference pohey of the Umted Kmgdom m general, and 
not of me Indo«Bntish Agreement m particular Losses m respect of nee, oil- 
cakes, bran and pollard and the like were mostly the result of agncultural 
protectionism 
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exports to the United Kingdom as a result of imeqi^ 
and privileged competition from the otiher Empire 
countnes,* At a rough reckoning this may be put at Rs 50 
lakhs.* The total positive difference to Indian eiqjorts made 
by the operation of the United Kingdom-India Agreement 
concluded at Ottawa, in 1936, was therefore approximately 
Rs 2 crores. This is on the whole a cautious guess and errs 

in aU likelihood on the low side ® 

These results pertain stricdy to 1936, a year of phenomenal 
recovery m trade A similar analysis for an earher year, say, 
1935 or 1934, would reveal a smaller actual net gam of trade 
specifically assignable to the preferences m the United King- 
dom but a rdativdy larger potential gain or avoidance of 
loss m the Umted Kingdom markets. In any case, the positive 
difference referred to above as the sum of the actual and 
potential gam would not be materially different. 

It would be correct to maintain, then, that through the 
greater part of its period of operation, namely before i 93 ^» 
real net addition to trade caused by the Ottawa preferences was 
of modestmagmtude. Inspite of much cnticismof thesuggested 
insurance value of the Agreement, therefore — and part of that 
criticism IS justified — ^tiie Ottawa Agreement between the 
United Kingdom and India served through the major part of 
its duration prunanly as a measure of insurance agamst 
potential losses m the Empire markets For that, indeed. 
It was mamly designed. No spectacular gams in export 
trade were expected to follow from its conclusion at a time of 
general economic dislocation, dechne in trade and restrictive 
national pohaes In 1936, however, with the general increase 
of trade, large positive results were attained with a stronger 
relative position in the Umted Kmgdom won with the aid 

* Whatever might be said about the under^estucoatioxi by the ineban Del^hoa 
of India's bargaining power against the Umted Kingdom, as things ai^ this 
highly probable inadental residt of failure to condude an agreement mth the 
Unitra Kingdom has necessanly to be taken mto account m any proper estunate 
of the net results to trade of the actual condunon of the Umted Ku^om-Ihdia 
agreement 

Thu potential loss would have been senous m ground-nuts, pig lead, wheat 
(m 1936) and arttdes m the fourth group generally 

3 Tor one dung it cxdudcs any nr/ addition or avoidance of loss m the Empire 
markets other than the Umted Kingdom Thu u likdy to be a substantial ttiimj 
but the scope of thu work has been confined for the most part to a consideration 
of trade onl) between the Umted Kmgdom and In^a (Exports of cotton 
manufactures to Colonial markets have been examined m a later chapter ) 
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of the preferences in the years of depressed trade, Indian 
exports got a larger share of an expanding market. In the 
days of freer trade this gain might well have been completely 
offset by losses in other important markets caused directly 
or indirectly by the working of the preferences : with the 
efficacy of open competition considerably impaired, the definite 
gain was certainly larger than the strictly incidental (or 
avoidable) losses. 



Chapter VII 


THE IMPORT TRADE AND PREFERENCES ; 
SUMMARY OF EFFECTS 

There have been significant changes in ihe composition and 
distribution of India’s import trade during recent years. A 
brief analysis of some outstanding trends in ihe make-up and 
direction of imports as well as of some general factors in the 
import trade situation before and during the period of opera- 
tion of the Ottawa Agreement, would provide an mstructive 
approach to an exammation of the workmg of preferences on , 
ihe import side. 

I. Composition and Distribution of India’s 
Import Trade 

ComposiUon 

The table overleaf shows important changes in the com- 
position of India’s import trade fi:om tiie pre-War years to 
1932-3 and 1935-6, as mdicated by the tendencies to growtii 
or dechne of important hnes of imports 
There has been a marked falhng off m the imports of 
consumer’s goods like cotton and other textile manufactures, 
apparel and haberdashery, and metals, namely iron and sted, 
and copper, brass, etc. (raw matenals of the domestic utensd 
mdustry) The dechne in textiles has continued after 1932-3, 
though the fall m metals has been arrested. 

On the other hand, imports of capital goods and semi-raw 
matenals such as machinery, instruments and apparatus, 
chemicals and dyestuffi, petrol and fuel oik, rubber manu- 
factures and vel^cles have mcreased greatiy and continue 
to grow under the stimulus of the general eiqiansion of Indian 
mdustry which appears to be taking place behind the shelter 
of the relatively high tariff wall. So ako imports of articles 
such as motor-cars, pedal cycles, electncal apphances of all 
kinds, \vircless apparatus, tdegraph and telephone apparatus, 
provisions and chemical manures have increased a nd reflect 
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Tabi£ XL 


Changing Compositton m the ViUue of Indues Import Trade 

(Rs crores) 






Increase or 



Pre-War 



decrease 

Increase or 




(-) m 

decrease 


average 

i 93 a -3 

1935-6 

1932-3 

(-) m 


(1909-13) 



over 

1935-6 





pre-War 

over 





average 

1932-3 

Cotton yam and 
manufactures 
Woollen manufactures 

5a*a 

3*1 

a 6*8 
a 5 
a a 

ai a 
a *3 
a*a 


-5*6 

**0—2 

Silk manufactures 

. S‘8 



Apparel, haberdashery 



and millmety 

Metals 

a *9 

1*5 

1 3 


—0 a 

la 5 

5*3 

7 *a 


1 9 

Total 

73 5 

1 

39 3 

34 a 

- 34 * a 

-5 1 

Machinery and mill work 
Petrol and fuel oils 
Vducles 

Instruments, apparatus 

IB 

10 5 

3 8 

13 7 

1® 

6 9 

4 9 

3 a 
a I 

3*2 

— 0*4 

3 1 

and appliances 
Hardware 

Dyes 

Gheimcals, drugs and 


38 
a 6 

5 *a 

3 3 

-It 

1*4 

0*7 

IB 

a -5 

3 3 

I a 

0*8 

medicmes 

Rubber — raw 


4 6 
a 

5*8 

a t 

2 8 

T *8 

0 6 

0 I 

Cotton — raw 


7 3 

6 7 

63 

-0*6 

Total 

17 a 

41 3 

50*a 

84 1 

8 9 


the increased general demand by the Indian pubhc for the 
amenities and facilities of modern life. 

These changes in the composition of the import trade throw 
significant hght on the altermg structure of India’s demand for 
foreign products as a result of developments m her mtcmal 
economic life. There is a growing demand for the highly 
finished products of specialized skill and advanced technique, 
the economical production of which cannot yet be undertaken 
m India. There is an increasing demand at the same time 
for machinery and equipment which may enable her to produce 
for herself many of the thmgs for which she used to depend 
formerly on foreign countries. 

The countries which can best meet her requirements in 
these respects are likely in the long run to score an advantage 
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over others in the competitive struggle to secure a larger share 
of India’s import trade. 

Distnbuiion 

The follovving table shows the distribution of India’s import 
trade among the important supplying coimtries by actual 
value and percentage’ 


Table XLI 


Dtstnbuhm of Indues Import Trade 
(Rs crores) 


From 

1928-9 

i93*-a 

1938-3 

1933 ^ 

1 - ■ 

»934“5 

*935-6 

i * 936-7 

Umted 

Kmgdom 

113 2 

44 8 

48 8 

47 6 

53 7 

5 a 2 

48 I 

Germany 

15 8 

10 2 

10 4 

8 9 

10 1 

12 4 

X2 I 

France 

4 8 

2 2 

2 

* 5 

» 5 

* 3 

I I 

Italy 


3 6 

4 

2 9 

s 

2 

I 2 

Belgium 

USA 


S ^ 

3 4 


2 2 

> 2 4 

2 8 


10 8 

I* 3 ! 


8 4 

8 9 

8 2 

Japan 


*3 3 

ao 5 


20 8 

21 8 

21 3 

Total 


126 4 

132 6 


13 a 8 

*34 4 

125 2 


PercentBges 


United 

Kingdom] 
Gennany 
Prance 
Italy 
Belgium 
USA 
Japan 


V, 

* 9 

2*9 
2 8 
7 » 
7 


35 5 

8 X 

* I 

2 8 
« 4 

JO s 
10 6 


36 8 
7 8 
* 5 

I 6 

8 5 
15 4 


4* 3 

40 6 

38 8 

38 4 

7 7 

7 6 

9 a 

9 7 

* 3 

I 2 

z 

0 9 

2 5 

a 3 

* 5 

X X 

5 8 

I 6 

X 8 

2 2 

6 2 

64 

6 6 

6 5 

14 2 

*5 7 

*6 3 

*7 


. 1928-9 to I93^''2 total imports were exactly halved, 

imports from the United Kingdom were reduced by 60 per 
cent, and their relative share dropped-from nearly 45 per cent 
to 35 *5 per cent. The relative position of the Umted Kmg- 
dom’s most redoubtable competitors, Germany, the Umted 
States and Japan improved appreciably. 

Among the factors responsible for the heavy set-back m 
me position of United Kmgdom imports were their relatively 

* Reotew of the Trade of Indta, ig 28 >g — 1936-7 
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high price, which specially penalized demand during a 
period of general impoverishment, and their political boycott 
in India. 

The year 193 i-s was, however, the last of fifteen years 
of continuous decline in the United Kingdom’s relative 
share from the post- War level of 61 per cent in 19SO-1. 
After 193 1-2, the United Kingdom’s proportion of Indian 
imports moved upwards, and in 1933-4 stood at 41*3 
per cent. Smce ^en it has again receded to 38*4 per 
cent in 1936-7. 

In direct contrast to the changes in the relative share of 
the United Eongdom, imports from tiie United States 
and Germany fell till 1933-4, experienced an 

appreciable revival after, particularly in the case of 
Germany. Japan, too, has recently made a most striking 
advance, forging rapidly ahead in a variety of directions: 
her relative share leaped firom 10 *6 per cent in 1931-2 
to 17 per cent in 1936-7. 

It would appear that the United Kingdom succeeded in 
improving her position in the import trade of India with the 
help of preferential duties, but has had to retreat from the 
ground thus gained in face of the strong competition 
from varied foreign sources In view of the above, and 
the fact that the greatest advantage of preference was 
evident in 1933-4, since which year the United King- 
dom share of even preferred articles has receded somewhat 
(see below), the following analysis has not been carried 
beyond 1935-6. 

2 Preferred and Non-Preferred Imports 

The table on the next page has been compiled to show the 
relative movements of trade in preferred and non-preferred 
goods. 

It will be seen, firstly, that preferred imports as a whole 
have increased durmg the period of operation of the pre- 
ferences, while non-preferred imports have declined. This 
divergence of trends may not, however, be ascribed to the fact 
of preference. The grant of preferences did not bring about 
a net lowering of the tarift impediment against imports but 
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in feet some increase in the average tariff on preferred imports.* 
The general increase in the aggregate volume of preferred 
articles would, therefore, appear to have occurred largely 
in the normal course of an expansion of demand for articles 
in that category. 


Table XUI , 

Distnbutum qf Imports qf Primed and Jfon-Prefgn^ Amdes mto Indta 


From 

1938-3 

1933-4 

i934'5 

1935-6 

Umted Kingdom 
Other Countries 

Prtftmd Atb 

13 3 1 

ao 1 

eUs (Rs cron 

14 9 

17 6 

BS) 

16 9 

21 5 

17 3 

21 7 

Total 

33 4 

3* 5 

38 4 

39 

Umted Kingdom, 
per cent 

40 


44 

44 


JfanrPrqfened Artules (Rs ctores) 


Umted Kingdom , 
Odier Countries 

35*5 

63 7 

32 7 

50 2 

36 9 

57 

34 9 

DO 5 

Total 

99 8 

8 a 9 

93 9 

95 4 

Umted Kingdom, 

1 




pec cent 

36 

39 

59 

37 


United Kingdom 
Other Countries 
Total 


Umted Kingdom 
Other Countnes 
Total 


Prqfmtd Arfules Indices 



100 

II 2 

127 

130 


I 100 

i 88 

1 107 

108 

• 

1 100 

98 

1 "5 

I «7 


PTon-Preferred Artwles Indices 


• 1 

100 

98 1 

104 1 

98 


100 


90 

95 


100 

83 

94 

96 


Advantage qf Preference to United Kingdom Exports 

It was tile distribution of that increased volume between 
the United Kingdom, on the one hand, and other countries on 
the other that was altered by tiie preference to the advantage 

imports ivere denved from foreign countnes 
occame sulyect to the higher rate, as will appear presenfly 
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of the former. Imports of preferred articles from the United 
Kingdom increased by 30 per cent between 1932-3 and 1935-6, 
from other countries only by 8 per cent; the United 
Kingdom’s relative share advanced accor ding ly from 40 to 
44 per cent between the two years. It had been 46 per cent 
in 1933-4- 

^ The drop in imports of bodi preferred and non-preferred 
kinds from the United Elingdom in the last year was accentu- 
ated by competition from Japan in an ever widening range of 
commodities at prices which were so far below United Kingdom 
quotations as to nullify the effect of a 10 per cent preference. 
Moreover, in view of the subsidizing of German eiiports in 
order to provide foreign exdiange, competition from that 
country in such groups as machinery, instruments and 
apparatus, r^way rolling stock and non-ferrous metals was 
at prices against which a 10 per cent advantage was quite 
ineffective. 

* Though the influence of the preference has been neutralized 
in many cases, there can be no doubt that the 10 per cent 
fiscal advantage has been valuable in assisting the Umted 
Kingdom at least to maintain, and in some cases to improve, 
her relative position in a number of highly competitive 
trades. It seems probable that without this advantage 
United Kingdom exports would have materially lost 
ground under valuable heads of trade such as hardware, 
chemicals, non-ferrous metals, appliances and apparatus, 
motor vehicles and tyres, provisions, cycles, paints ^ and 
certain sections of textiles, notably woollens and made-up 
goods, where continental competition in the past has been 
particularly severe ’* 

The decline in non-preferred imports, not directly con- 
nected with the fact of preference, occurred mainly in the 
protected items of certain articles, the msyor drop being m 
sugar from Rs 6*2 to 1*9 crores between 1932-3 and 1935-6. 
The drop in sugar, which is mostly imported from Java, a 
Dutch colony, accounts for the larger part of the small relative 
increase in the imports of non-preferred articles from the 
United Kingdom. 

^ Department of Overseas Trade Report on Eeononue and Cowmeretal Conditions 
in India, 1936, pp ii-ia 
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* Costs * of Prtferences on Imports 

Preference to United Kingdom goods vras granted m 
respect of Rs 4*8 crores of imports in 1931 by an increase 
of the general rate from 25 to 35 per cent ad valorem, with the 
prderential rate unaltered ; on another Rs. 4*1 crores, by the , 
reduction of the preferential rate for the most part from 
50 to 40 per cent ; and on much the largest part of imports, 
namely Rs.24 *4 crores, by a simultaneous increase and decrease 
by 5 per cent of the general and preferential rates to 30 per 
cent and 20 per cent respectivdy. These tariff adjustments 
must involve some change m the volume of imports, m the 
relative importance of different sources of supply as well as 
in the prices of imports from various sources Such re- 
arrangement as would not have taken place except for the 
introduction of tariff differentiation may mvolve a cost to 
the commumty arising out of different combmations of the 
following changes * (i) a net change in the degree of protection 
to domestic industries ; (2) a net change in the burden on the 
consumer; (3) a net alteration of the amount of revenue 
accruing to the State. All these various net effects impinge 
themsdves on the mterests concerned through changes m 
quantities imported from different sources, and m pnees of 
those imports. 


Protection of Honu Industries 

In regard to the level of protection to home industries, 
It may be noted, m the first place, that the products of the 
prot^ted industnes wore excluded from the scope withm 
which the grant of preferences could be considered.* 

Tim, however, concerned only the large scale industries 
to which protection had been formally granted. There are, 
besidK, a large number of smaff scale industnes ‘ without any 
organized association of establishments*, which have been 
^Itiphcd as a result of the high revenue duties imposed after 
mrch 1931 as wdl as the growth of the * swadeshi * or ‘ buy 
Indian sentiment. It is possible, as the Special Committee 

a ** 'JPf stood « 

gtecluded ihe acceptan^rf^i. » Gwerament of India 
the pnncction afforded to an 
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of the Assembly appointed to examine the Agreement observed, 
that some Indian industries might have been detrimentaJly 
affected by the lowCTing of the existing rate of duty on imports 
from the United Kingdom. No statistics are, however, avail- 
able regarding production in such industries. The Select 
Committee appointed to amend the tariff to give effect to the 
scheme of preferences a,greed upon at Ottawa, felt the need 
for complete statistics of industrial production and imaninnfiniiijTy 
recommended that, as far as possible, steps should be talfen to 
collect and compile such statistics. But little has so far been 
done to carry that recommendation into effect.* 

3. Import Prices and Consumer’s Burden 

The consumer is interested in getting satisfaction of his 
requirements at a minimum price. From his point of view, 
primary importance attaches to tiie prices of imported com- 
modities. Changes in quantities sold as a result of changes 
in prices are also important, but it is more difficult to trace 
them to the preference. 

C^tain statistics of the prices at port of imported com- 
modities sul^ect to preferential rates of duty were compiled 
and ^ven in the two Reports of the D^artment of Com- 
mercial Intelhgence and Statistics on the working of the 
Scheme of Preferences for 1933-4 ^934"'5 trend of 

such prices appeared on the whole to be downward since the 
Ottawa Agreement came into operation. The consumer 
did appear to be somewhat better off than he had been before 
the preferences came into effect, but it is not correct to con- 
clude that the ‘ consumer has profited to some extent as a 
result of the scheme of preferences’.* 

A simple comparison of prices before and after Ottawa, 
by itselfj hardly makes it possible to say how for any change 
that may have occurred was due to the preferences. Strictly, 
for that purpose, we need to know not prices at two dififerent 
times, which necessarily means under two different sets of 

* It woidd no doubt be impracticable to set up a special macduneiy for die sole 
purpose of preparing statistics of production m small scale mdustnes Such 
^atuucs could, however, be collected m the course of completmg a Census of 
Frodimbon as recommended by Professor A L Bowley and Mr D R Robertson 
m A Saumtjor an Eeononue Censta qf Induif p i6 

* First Seport on the Working qf the Scheme qf Preferences^ p 15a 
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conditions, but the prices und^ preference at a given time 
and the prices that would have prevailed at the same time 
without the preference. Such a method is, of course, impossible 
to adopt In the alternative, we must try to analyse the causes 
of the observed dechne of prices to see if there are no other 
&ctors which may explain a hill in the prices of imported 
manufactured articles in rec^t years. It may be some hdp 
towards an explanation to compare the movements in the 
prices of preferred imports with the prices of goods which are 
not subjected to differential rates of duty but contmue to be 
admitted as before at uniform rates of duty. But the value 
of such a comparison is strictly limited, since the conditions 
affecting the two classes of articles differ widely in some 
rejects, in particular non-preferred articles being protected 
in many cases. 

Another method for disentanghng the effect of the prefer- 
ences ^m other general factors would be to compare 
the prices of preferred articles here with those of the same 
articles in certain other countries under a non-differential 
tariff. The value of this method, again, is hunted, because 
the preference on any class of Bntish manufactured goods 
may extend^ over so large a part of their whole market 
that the entire geographical structure of prices midit be 
affected.* 

In order to determine whether and how far the decline in 
prices of preferred articles was part of a general tendency, we 
have, therefore, to fall back upon other mdices of the general 
price movement of the ^e of goods that receive preference in 
India Now the price indices which may be taken as the best 
available equivalent of the prices of preferred imported articles 
are not the indic^ of general wholesale prices,* but those 
^ internationally traded manufactured 

It is hardly necessary to adduce evidence to prove that such 


ducnmmatton is mote common than is 
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prices were falling almost throughout the period of operation 
of the preferences until 1935-6.* 

The fall in the prices of preferred imports was Jpart of a 
general tendency to fa llin g prices in the case of manufactured 
articles and could not be due to the fact of preference, or any 
resulting increase in competition between goods coming from 
the United Kingdom and other countries.* The only effect, 
indeed, of the introduction of preferences as such on the prices 
of imported goods could be in the direction of raising them : 
in regard to the greater part of imports there was an increase 
in the tariff, only m respect of the relatively smaller part, a 
decrease.^ 

Difficulty of Inductive Analysis 

Again, the preferences have been only one out of many 
varied and complex factors operating to change the prices and 
quantities and, therefore, the values of imports from various 
sources, and determining the consumer’s burden and the 
revenues of the State in respect of various classes of goods. 

It IS, therefore, neither possible to determine the additional 
burden on the consumer, if any, resulting from the prefer- 
ences, nor to estimate the loss of revenue, if any, that may 
have been involved thereby, by a simple comparison of 

* See Indian Journal of Economies^ April 1937, my article on * Recent TanffPolicy 
m India ’ The directly contrary trends of the pnces of imported and emorted 
articles in the case of India during the whole period of operation of the Ottawa 
Agreement throw significant light on this aspect of the question (see Remew of 
the Trade of India, 1932-3 — 1935-6) 
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73 
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The exported articles mainly consist of raw matenals and foodstuffi, and 
imports are mostly made im of manufactured goods The characteristic trends 
of the mdices of exports ancT imports are determined by the prmcipal components 
of the two senes, and would be more pronounced if the mdices referred to export 
prices of primary products and import pnces of tnaniifgrtiirpd goods alone 
As the autiior of the Remew <f the Trade of India, 1935-6, observes * In the case 
of manufactures, mdustnal equipment has been greatly improved m recent 
years — a usual feature m a pcnod of depression — and manufactunng costs have 
been brought down This, combmed with keen trade competition m a restncted 
world inarket, has tended to reduce the pnces of manufactured articles ’ 

* A view which the first Departmental Report (p 151) supports 
3 See below. Section 5. 
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statistics (of pnces and actual revenue receipts respectively) 
before and after the introduction of preferential duties. 


4 Egonomig Pringiples of Preferential Duties 

The preferential scheme has to be examined in the light of 
the theory of differential duties, in order to form an approxi- 
mate estimate of the net change in respect of the burden on the 
consumer and the amount of revenue, taken together, which 
might have resulted therefrom 


Preference and Protection 

The policy of tariff preference has much in common with 
that of tariff protection both as regards the ends sought and 
means employed as also in respect of the costs mvolved 
for the attainment of similar ^ds. The pohcy of protection 
seeks to encourage home production in prtference to imports 
finm (and production m) all outside countries. The pohcy 
of preference aims to encourage production in a particular 
foreign country m preference to production in other foreign 
countries The former policy tends to safeguard and strengthen 
the position of home mdustri^, the latter tends to foster 
foreign mdustries of the country to whidh preference is 
accorded.’' The tariff is the instrument in both cases and t he 
method of encouragement is likewise similar : the consumer 
IS called upon to undergo a sacrifice by die restriction of his 
sources of supply ; and/or the State is caUed upon to forgo 
some part of its revenue by the mtroduction of non-revenue 
considerations mto the framing of the tariff The criteria for 
the exercise of discriimnation are also alike in the two cases • 
industries for protection or preference should be so selected 
as to minimize the inevitable burden* on the consumer. 


Incidence of Preferential Duties 

The form m which an increased burden on the consumer 

practice is a nse of pnces. According 
^ Ac theory of differential duties the precise effect of the 
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imposition of differential duties on a commodity or class of 
commodities would depend, in technical language, on the 
elasticity of demand (forthat commodity or class of commodities) 
in die country granting preference, together with the volume and 
elasticity of supply in the prefored country and other producing 
countries. The price of a commodity will tend to be governed 
more nearly by thehigher (general) or lower (preferential) rate of 
duty* respectively (i) the more urgent or the more elastic is the 
demand for the commodity in the country granting preference ; 
(2) the greater or smaller is the quantity imported from the 
more highly taxed, relatively to that from the less highly 
taxed source or sources ; (3) the greater or smaller is the 
decrease in the quantity offered from the non-preferred source 
or sources ; and (4) the smaller or larger is the increase in 
the quantity of die commodity offered from the preferred 
source or sources — ^in consequence of a given rise of price. 

ElasUetiy of Supply 

In sum, these variables imply that the effect of preference 
would depend on the relative efficiency (i.e. the amount as 
well as the elasticity or expansibility of supply) of the preferred 
and non-preferred sources. A country should accordingly 
encourage those industries of a second country which are more 
efficient and * elastic * than similar industries in third countries 
and which would ultimately enable the consumer to meet his 
wants as cheaply and in as full a measure as under conditions 
of free and unrestricted competition That these considerations 
are similar to the principles of discriminating protection enun- 
ciated by the Indian Fiscal Co m mission will be readily seen.* 

Rdative Importance of Source of Supply 

We do not possess the requisite amount of knowledge about 
all the facts of elasticity to enable us to judge with accuracy 
the probable effect of preference on prices in the case of 
different preferred commodities. However, the most direct 
index of the relative efficiency of a particular country for 

This applies irrespective of whether the differentiation is effected by raising the 
general rate, or by lowering the prderential rate, or by a combination of both 
mediods 

® See lUporl of the Indian Fiscal Commission, CSiapter VII, para 97 Also sec 
below Chapter VllI, 3, ' Difficulties of Industrial Go-operation * 
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supplying the needs of the consumers of a given class of goods 
under conditions of competition is the proportion of imports 
of that class already derived &om that country 
Adopting that index as gmde, the Report on Reciprocity and 
Commercud Treaties prepared by the United States Tariff 
Commission describes the economic effects of differential 
duties thus . ‘ As regards economic effects^ reduction of duty 
under die concessional method may have different consequences 
under varying conditions of supply as regards the article 
affected Where a reduction of duty affects only a fraction 
of the imports of a particular article, and the major portion of 
that artide is still left subject to the main, or non-concessional 
duty, the result is not only a loss of revenue to the Treasury, 
because of the lower rates of duty, but absence of any gam 
to consumers.' The reduction of duty redounds only to the 
advantage of the foreign producers ** 


* Consumer's Burden ’ .* ‘ Loss of Revenue * 

.Here it is necessary to pomt out that there is a certam 
amoimt of confusion m tiie current notions of * burden 
on the consumer * and * loss of revenue *. These eiqiressions 
as commonly understood have distinct coimotations. And, 
mdecd, they ordmanly have But when used to describe 
' the effects of preferential duties they are alternative 
modes of describmg an identical fact and therefore more or 
less synonymous terms The raising of revenue by customs 
duties inevitably involves a burden on the consumer, which is 
thus a necessary mddent of such process. In so far, therefore, 
as the increased burden on the consumer may be accompanied 

* Stncdy, It IS not oonect to say that ‘ the result is not only a loss of revenue 
but absemw of any gain to consumers ’ For this would be to count the 

l^txMceovcr if,asar«ultofreinissionofduty,there we^gamtocSS^ 


g 



130 INDIA AND IMPERIAL PREFERENCE 

by a corresponding addition to the revenues of the State, or in 
so far as ^e loss of revenue may be compensated by an 
equivalent reduction m the burden on the consumer, the 
scheme of differential duties as such cannot be said to have 
caused any * burden * or ‘ loss *. 

The cost of according preference may then be reckoned either 
as a * burden on the consmner ’, in so fax as the burden is irme 
than It should be by reason of the revenue that is added to the 
State treasury, or alternatively as a * loss of revenue ’ to the 
State, in the sense that the revenue is less than it should be by 
virtue of the burden that b entailed upon the consumer/ 

Thus, for instance, the amount of revenue may remain the 
same after, as before, the grant of preference. It may, never- 
theless, not be possible to say whether or not a ‘ loss of revenue ’ 
has been involved by the introduction of preference. There 
may be a loss in the real sense of the term explained above 
under certam conditions : ‘ if two rates are imposed and 
the consumer pays a pnce based on the higher rate,* the 
State does not secure as revenue the fiiU amount taken from the 
pocket of the consumer.’ The State, therefore, loses revenue 
— ^not possibly actual revenue, but relatively to the amount 
which it should receive by reason of the burden that is placed 
on the consumer. 

All things considered, the sacrifice will be minimized — and 
may indeed be replaced by a positive gain® — ^if ‘ virtually 


* The interests of the State and the consumer are equally r^arded Thus, if 
preference is granted by raising the general rate, the preferential rate remaining 
unaltered} prices will trad to rise and an increase m the burden on the consumer 
necessarily result But there will at the same titne occur an mcrease in 
the revenues of the State Now the increase in the consumer’s burden could be 
ascnbed to the preference only if, and m so far as, it were greater than the increase 
in the revenues of the State Siinilarly, if preference is accorded by a reduction 
w the preferential rate, the general rate remaining imchanged, a loss of revenue 
becomes mevitable But this would be accompamed by some fell in pnccs and 
mduction in the consumer’s burden Hie loss of revenue could not, therefore, 
be assigned to the preference except to the extent that it exceeds the reduction in 
the consumer’s burden 


® As he would, ‘ if a reduction of duty affected only a fraction of the imports 
of a particular article ’ 

® The view that a lowenng of the import tariff is always a concession that 
necessanly mvolves a sacrifice by the party granting it is based on error Tariff 
concessions that lead to reciprocally trccc trade between two or more countnes 
and thus enlarge the area of mternational specialization of economic activities, 
confer benefit on the countnes granting them as on &ose that receive them, 
though unilateral reduction of tanffs m a tanff-ndden world raises its own difficult 
promems for the internal economy and revenues of a State. 
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the entire imported supply of a given article is admitted at 
the lowered concessional rates *, the effect being that of a 
general reduction of duty. There may be some gam to the 
foreign producer, to the extent that his market is enlarged, 
but it would redound ultimately to the advantage of the 
domestic consumer, whose suppHes would be more lightly 
taxed. Though there may be some loss of actual revenue, it 
would be fiiUy compensated by a reduction of the burden on 
the consumer, and may even be directly made up by an 
expansion of demand consequent upon the lower rate. 


5. An Estimate of the * Costs * of Preferences 
, ON Imports 

Though the principles discussed above hold irrespective of 
the method of effectmg the differentiation, whether by raising 
the general rate, or lowermg the preferential rate, or a com- 
bmation of both methods, the precise nature of results in 
respect of the actual change m the consumer’s burden or gam or 
loss of revenue is doubtless determmed in some measure by the 
actual method adopted The workmg of the scheme of pre- 
ferences on imports may therefore be exammed m the hght 
of the above prmciples. 

Now in the case of 35 per cent of the preferred imports in 
1932-3 (11 *6 crores) only 25 per cent (2*9 crores), or just a 
quarter of the total, were supphed by the Umted Kmgdom, 
three-quarters (8*7 crores) commg from foreign countnes. 
In respect of these* the addition to the consumer’s burden 
should have been greater than the gain of revenue, or the 
reduction of the consumer’s burden less than the loss of 


Commodities of which 3a per cent or less of the total imports m eadi case 
were derived Irom the Urated Kmgdom m igga-s Tliey are the following, 
ugure within brackets after each commodity mucatmg the percentage derived 
from the Umted Kmgdom brushes (31), buttons me^ (6), cutlery, other ttian 
pruning knivis (ag), cork manufactures (8), earthenware and por^am (18), 
glue (ao), haraware (ag), wrought brass, bronze and similar alloys (31), wrought 
roppCT (as), Geman sdyer (ig), wrought zinc (18), syntheUc essential oils (5), 
natunu essential oil (16), lubricating (mineral) other than hatrlmig oil (lo), 
I"®”"?®*?**"* (g), packmg paper (8), other sorts of paper and pa^ 

^30), pasteboard manufactures (a 4 ), smokers’ rentes (aS. 
haj:rf.-ishery and milhn^ (34), worsted yam (35), toys and requites for gama 
“mbrcllas and umbreUa fitting (13), mot^ onmibuscTSd 
chassis (aO, parts of mechamcally propefied velwlei Ind accessories (3a) 
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revenue, according to the method employed for effecting the 
preference. 

On 6 • 7 crores of commodities in this group the preference 
was effected by a simultaneous raising and lowering of the 
general and preferential rates by 5 per cent, on 3*3 crores by 
a raising of the general rate mostly by 10 per cent, and on 
I *6 crores by a lowering of the preferential rate by 10 per cent 
or 7^ per cent. 

On 6 • 7 crores of imports, then, there was an increase in the 
import duty on about three-quarters of the supply, and a 
reduction on one-quarter. According to the view advanced 
in the last section, ^e price of the entire supply should tend to 
rise by the full amount of duty, if the rate of duty is increased 
on the bulk of imports and is maintained on a relatively 
unimportant part of the imported supply. But in this case 
the duty on Ae smaller part of imports, which formed one- 
third of the larger part, was not maintained but actually 
reduced by 5 per cent. It may be assumed then that the price 
of the whole supply should have risen by two-thirds of the 
increase in duty, or by 3^ per cent. The increase in the 
consumer’s burden resulting from the change should have been 
22 lakhs on this basis. The increase of customs revenue from 
preference should have been 17 lakhs, 5 lakhs being the excess 
of the increase of consumer’s burden over the increase of revenue. 

On 3*3 crores of imports, again, a similar excess of 8 lakhs 
accrued on the assumption that &e consumer’s burden was 
33 lakhs as a result of the average price level of all imports 
increasing by 10 per cent of the price in bond, and the customs 
revenue was 25 lakhs as a result of a 10 per cent increase on the 
non-preferred imports only. 

A similar excess of 3 l akhs of loss of revenue over reduction 
of the consumer’s burden accrued on i*6 crores of imports 
on the assumption that the revenue on the preferred imports 
fell by 8 per centi and the price level of all imports did not 
change. Altogether, the positive difference between the 
addition to the consumer’s burden and the additional amount 
of revenue on the above basis would be 16 lakhs. 

' The average reduction of duty taking into account the relative importance 
of commo^ties on which duty was reduced by 10 per cent and 7^ per cent 
respectively 
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But Acre are other commodities, on the other hand, which 
arc mostly derived from the United Kingdom, and of which 
imports from foreign countries are rdativdy unimportant.* 
It is possible to see by an exactly similar process of reasomng 
that a preference on such commodities (if it were effected as 
before by a raising of the general rate) should lead to an increase 
of revenue without a corresponding rise of prices or addition 
to the consumer’s burden, or (if the preference were effected 
by a lowermg of the preferential rate) to a reduction of the 
consumer’s burden wiAout a coirespondmg loss of revenue 
But the commodities of which 65 per cent or more of the 
imports were derived from the Umted Kingdom only formed 
3 per cent (99 lalchs) of the total imports m 1932-3, of which 
83 per cent (82 lakhs) were provided by the United Kingdom. 
The imports from the United Kingdom and total imports 
increased respectivdy to 96 and 1 15 lakhs in 1935-6, almost the 
entire mcrease bemg in imports from the Umted Kmgdom. 
The proportion of imports on which preference was effected 
by any of the three methods noted above was about equal, 
so that on the whole it may be assumed that preference was 
effected by an increase of the general rate by 5 per cent 
and a decrease of the preferential rate by 5 per cent As 
the predommant part of imports on which the rate of duty was 
lowered was derived from the Umted Kingdom, it may be 
assumed that the average prices of all imports (i crore) 
declined by fully 5 per cent of pnees in bond, or the reduction 
of the consumer’s burden was 5 lakhs The revenue dedined 
hy 5 per cent on four-frfrhs of the imports, or by 4 lakhs, and 
rose by 5 per cent on a fifth of the imports, or by a lakh, 
altogether dechmng by 3 lakhs. The amount by which the 
reduction of the consumer’s burden was greater than the loss 
of revenue would thus have beai 2 lakhs. 

Besides, there were a number of highly competitive lines, 
imports of which made up 62 per cent (20*7 crores) of t he 
total imports in 1932-3. 45 per cent of such imports (9*32 


or tlw following commodities 65 per cent or more of the total imports m 
1932-3 "ere demed from the Umted Kmgdom, the figure ivithm brack^ after 
“™n»od»ty indicaung *e percentage supphed by the Umted Ku^om . 

,(90). firearro (to), asbestos manufactures (fig^TSight 

(65). ^ '“P ^ camigS’andS 
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crotes) were derived from the United Kingdom. The parts 
of such imports on which preference was granted only by 
raising the general rate and on which it was effected only 
by lowering the preferential rate were about equal, more 
or less a crore each.' So that it may be assumed that 
preference was introduced on the whole imports of this group 
by a simultaneous increase and decrease of the general and 
preferential rates. Imports from the United Kingdom and 
all countries increased from 9*32 and 20*69 crores to 13*04 
and 25*31 crores respectivdy, the United Kingdom share 
improving from 45 to about 52 per cent. There should have 
been little difference as a result of the preference either in the 
customs revenue or in the burden on the consumer on this 
class of commodities on the basis of the above facts.’* 

So that the net excess of the increase in the consumer’s 
burden over the increase of revenue on the methods and 
assumptions adopted above would appear to have been about 
14 lalshs. 

Altogether, alarming estimates of the ‘loss of revenue’* 
or * burden on the consumer are based on error and do not 
stand scrutiny. 

The above analysis can by no means be taken as furnishing 
a precise measure of the cost of import preferences. Based as 
it is on a general observation of broad facts without direct 
reference to the many and complex forces that condition trade 
and price movement, it can at best be regarded as no more 
than a good conjecture of the annual amount of loss to the 
community (including the State and the consumer) from the 
grant of preferences on the import side. 

^ The general rate was raised by lo per cent on i crore of imports, and the 
preferential rate was lowered by 7^ per cent on 128 lalcTis of imports of motor- 
cars. 

^ It has been implied in certam analyses of the costs of preference that the 
shifhng of imports from the more highly, to the less highly, taxed source under a 
scheme of tanff differentiation is a disadvantage per se, because it involves a loss 
of revenue (Servant of India, March 1936, D R Gadgil, Article V, ‘ Ottawa 
Agreements *) But, as has been explamed above, loss of revenue is always 
relative to the consumer’s burden If the increased facihty of United Kingdom 
supplies under preference reduces revenue, it also reduces the burden on the 
consumer mvolved by differentiation In fact, elasticity of the preferred supply 
should be considered a distinct advantage from &e pomt of view of the preferential 
scheme That it has been regarded as a source of disadvantage is an illustration 
of the confusion likely to result from attempts to separate a consideration of 
* loss of revenue ’ from ‘ the consumer’s burden ’ 

3 Always understood m the sense explamed earlier, relatively to one another. 
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It appears pertinent to point out, however, that this estimate 
is by no means directly comparable with the estimate of 
gam from preferences in the United Kingdom on Indian 
exports made in the last chapter. The latter refers to the net 
additional amount of exports secured with the help of prefer- 
ences, the former to the net additional cost of obtaimng an 
amount of imports from one source rather than others. In 
any attempt to square the benefits and burdens involved, a 
comparatively sm^ quantity of the former would correspond 
to a relativdy much larger quantity of the latter. 

Again, it should be remembered that the scope of preferences 
on imports is m fact far wider than under the schedules of the 
Ottawa Agreement. The important ‘ preferences * on cotton 
and sted have to be taken into account at least to the extent 
that their contmuance is mconsistent with, or is not dictated 
by, considerations of Discrmunatmg Protection Some 
attempt at an evaluation of the cost of such * preferences * — 
which have an economic background of their own — is in 

Chapter IX Reference to it is suggested for the purpose of 
fornung any approxunate balance sheet of the advantages and 
disadvantages of Imperial prefi^ence or economic reciprocity 
as apphed between the Umted Kingdom and India. 

Apart from its direct cost, however, the grant of preference 
over so wide a range of imports has far reachmg implications 
for the whole commercial pohey of the country In 1935-6, 
of 134*4 crores of imports 64*7 crores or 48 per cent (mduding 
imports of cotton goods and steel) were subject to some for m 
of preferential or differential duties. Now, disenmmation 
against the trade of all fordgn countnes in favour of a smgle 
country, howsoever important as a market the latter might be, 
extending over half the total imports, renders impossible the 
workmg of any policy havmg for its aim the promotion of 
cquahty and fairness in the treatment of exports m fordgn 

countries To this aspect of the question reference is ma de in 
a later chapter.* 


* See bclcm Chapter X, 3 



Chapter VIII 

IMPERIAL INDUSTRIAL GO-OPERATION 

I. Enunciation of Principles 

The above pages have been devoted to a consideration of 
Imperial preference or economic co-operation on general lines 
as embodied in preferential tariff agreements^ in paTticular 
the Ottawa Trade Agreement between the Governments of 
the United ELingdom and India. An examination will now 
be made of a special aspect of such economic co-operation, 
namely, Imperial industrial co-operation, which has assumed 
such importance recently as to deserve a httle separate 
treatment. 

The Imperial Economic Committee on Industrial Co-operation 

The Imperial Economic Committee in their Twenp-ffst 
Report on Imperial Industrial Co-operation have given systematic 
form to an idea which had been assuming shape for many 
years and had shortly before found authoritative unofficial 
expression * 

Industrial co-operation is another name for complementary 
production, or the division of industry on a complementary 
basis between the more industrialized and less industrialized 
parts of the Empire® It is recognized as inevitable, even 
desirable, that the econoimcally backward parts of the Empire 

‘ The following passara firom the ' Report Preparatory to the Imperial Con- 
ference of 1930 ’ prraared by representatives of the Association of British Chambers 
of Commerce, the Federation of British Industries and the Chamber of Shippi^ 
of the United Kingdom deserves to be noted ‘ The Committee beheves that tte 
only means of obtaimng a substantial growth and efiBaent rationalization m 
Imperial resources, both from the pomt of view of inter-Impen^ trade and of 
Impenal-world trade, is for the representatives of mdustry, commerce, shipping 
and finance in the various parts of the Empire to be fidly consulted bv their 
Governments upon questions of pohcy, and themsdves to get mto the closest 
touch possible diroughout the Empire with a view to discussmg as a matter m 
busmess, the most effiaent and profitable oigamzauon of Empire producbon and 
devdopment as a whole ’ — ^Imperial Economic Committee Twenty-fi^ Report 
on Imperial Industrial Co-operation, 1932, p 6 

^ Theideais* m particular that the members ofthe system who are less advanced 

m mdustnd devdopment (m this case the overseas Doimmons) should leave me 
more comphcated and specialized branches of manufacture as far as possible to the 
highly mdustnahzed membeis (m this case the Umted Kingdom) ’ — ^Royd 
Institute of International Affrurs * The British EmpirSf 1937, p 281 
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should sedc to develop the industrial side of their national 
hves But where the necessary conditions for a high d^ee 
of specialization are not realized, it is suggested that arrange- 
ments should be made to secure as large a share of the import 
market as possible for the specialized products of the industry 
of another Empire country. Both or several parts of what 
may be regarded as one Empire industry should agree not to 
encroach on the delimited hdd of manufacture of either or 
each. Again, it is not intended that such arrangements 
should become stereotyped . * The object of co-operation is 
not, and must not be, to arrest diange, but wisdy to direct 
and facihtate its course.*^ 

Progressive mdustnahzation of the advanced as well as the 
backward parts of the Empire is, mdeed, assumed in the whole 
arrangement. For, if the less industrially advanced parts 
of the Empire are constantly moving forward towards greater 
industrialization, the more highly industrialized coimtnes, 
in order to retain their pre-eminence in manufactures, must 
also constantly keep ahead of mdustrial progress, and 
on themselves the task of fulfilling new demands as well as 
old demands m new ways, A system of industrial co-opera- 
Uon IS expected to secure more smooth and efficient adaptation 
to changmg conditions and more orderly devdopment on 
the whole than could otherwise be attained 

The mdm operandi of complementary development between 
Empire industries must lie m agreements among mdustrialists 
themsdves, who may be encouraged and supported by the 
governments concerned 

The advantages likely to accrue firom such co-operation 
to the backward parts of the Empire are supposed to lie in the 
avoidance of the waste of uneconomical, inefficient and 
unsound industries artifiaally fostered by tanflT protection : 
the advanced Empire country serves as a cheap outside source 
of supply of articles for the local manufacture of which the 
backward country lacks natural competitive advantages 


The Ottawa Conference on Imperial Industrial Co-operation 

Impenal Economic Committee was 
considered by the Sub-committee on Industrial Go-operation, 
* Tutnty^fnt Repon m Impmal hdtalml Co-opemtum, p 11 
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appointed by the Committee on Methods of Economic 
Co-operation, of the Imperial Economic Conference at Ottawa, 
1932, and a resolution approving of the conclusions of the 
sub-committee on the question was adopted by the Confer- 
ence The Conference declared their view that the object 
of any policy of industrial co-operation 'within the Common- 
wealdi should be ‘ to secure the best division of mdustrial 
activities among the several parts of tiie Commonwealth 
and the ordered economic development of each part, with a 
view to ensuring the maximum efficiency and economy of 
production and distribution *.* The precise nature and extent 
of the co-operation to be achieved must depend upon effective 
consultation between the industrialists concerned, but the 
Conference recommended that the Governments concerned 
should facilitate and assist such consultations by all available 
means. In particular, they should give sympathetic considera- 
tion to any, proposals aimed at giving effect to the principle 
of industrial co-operation which might be put before them by 
representatives of similar industries in parts of the Common- 
wealth affected. 

2. The Dominions and Industrial Co-operation 

The Ottawa Agreements and Industrial Co'-operatwn 

The agreements between the United Kingdom, on the one 
hand, and Canada, Australia and New Zealand on the other, 
contained provisions to ensure some sort of rational and orderly 
development of economic activity in the latter countries.* 
The Governments of the three Dominions undertook that 
‘ protection by tariff should be afforded only to those industries 
which are reasonably assured of sound opportunities for 
success Moreover, the degree of protection to industries 
should not exceed such a level as ‘ would give United Kingdom 
producers full opportunity of reasonable competition on the 
basis of the relative cost of economical and efficient production, 
provided that in the application of such principle special 

* Summary of Proceedings and Copies qf Trade Agreements, Imperial Economw Coher- 
ence at Ottawa, 1938, Gmd 4147, p 17 , also cf Gmd 4175, p 48 

* See above Ghapter II, 4 

3 Gmd 4 ^ 47 > Articles zo, g and 7 respectively of the United Kmgdom- 
Ganadian, United Kingdom-Australian and Umted Kingdom-New Zealand 
Agreements. 
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consideration might be given to the case of industries not 
fully established The New Zealand Government specific- 
ally undertook to reduce the protective duties, where necessary, 
to such a level as would place the Umted Kingdom manu- 
facturer in the position of a domestic competitor.^ 

A review of existing protective duties by their Tariff Boards 
in accordance with the above prmciples was also promised 
by the three Dominion Governments. Besides, fiill rights 
of audience before Dominion Tariff Boards were promised 
to United Kingdom producers,* and the Governments of 
Canada and Australia undertook not to increase any existing 
duty (and the Australian Government further undertook 
not to impose any new duty) on United Kmgdom goods 
except after due inquiry and report by the Tariff Board, and 
in accordance with its recommendations.^ 

By these agreements Governments took the initiative in the 
direction of mdustiial co-operation, where industrialists 
might be slow to move of their own accord. 


The Eqttdtzation of Costs Pnneiple 

The agreements embodied the so-called scientific, com- 
pensatory, competitive, or cost of production principle of 
tanff-making. The logical error of this principle has been 
often demonstrated* International trade is based funda- 
mentally on mtematLonal differences in costs of production. 
To equalize these differences is to destroy the raison d*Sire of 
international trade. Moreover, the principle of equalization 
of costs might be held to justify protection of a very extreme 
order. Apart from tlm, the qualification made in the agree- 
ments in regard to * infant * industries — ^and it is agaw not 
possible to say definitely when an industry has outgrown its 
infancy pointed to the possibility of direedy rir r- nm vpnfin g 
the equalizing principle of tariff-making 


of the Umted Kmgdom-Ganadian 

3 ^ of the United Kingdom-New Zealand Agreement 

4 IhS ’ 9 respectively of the three 

respcctivdy of the CanaSSTand Australian 
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Besides, important difficulties were likely to arise in the 
practical application of the principle. Everything considered, 
the utility of the principle — crude and approximate as it is — 
for securing moderation in tariff policy depended largely 
upon the spirit in which it was worked. 

The results of the working of tibis part of the agreements 
between the United Kingdom and Dominions have varied 
according to the varying interpretations placed upon the 
principle in the Dominions. 


(a) Canada 

• 

The Canadian Tariff Board set up under the Tariff Board 

Act, 1931, acted as an interpreter of the Ottawa Agreement, 
especially in regard to the application of the competitive 
principle to tariff rates agaimt British goods. It found the 
principle very difficult to apply in actual practice. In the 
well-known case of British woollen imports into Canada, the 
Tariff Board observed, in the first place, that only approximate 
similarity rather than complete identity could at best be 
achieved between the categories of imported (or United 
Kingdom) and home produced (or Canadian) goods. Again, 
‘"Such wide divergences in manufacturing processes and con- 
ditions existed between different countries and even in a single 
country that there could be small hope of attaining identity in 
the methods of computing costs. In particular, the Canadian 
Tariff Board could not accept the statistical data supplied 
by the British Delegation as completely reliable and requu’cd 
fiuiher verification by direct examination of the books of the 
firms reporting. This case only affords an illustration of the 
great difficulty of equalizing costs of production at home and 
abroad in real tariff-making 

In actual fact, important reductions in the British preferential 
tariff were effected on the recommendations of the Tariff 
Board.* Nevertheless, any substantial lowering of protective 

* In 19^, the proportion of dutiable imports of total im ports was 78 6 ptf 
centj and of free goods 21 14 per cent, imports free under the preferential tarn* 
amounting to 5 6 per cent and under the general tariff to 15 8 per cent. Ib 
1934 propbrtion of dutiable imports of total imports was 54 3 per cent and 
free imports 45 7 cent, imports free under the preferential tariff amounting 
to 37 7 per cent, and under the general tariff to 8 per cent ’ — ^Department of 
Overseas Trade • Rtport on Economtc Conditions in CanadOf 1935, p it 8, 
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import duties was avoided as likely to cause widespread dis- 
location of weU-established, though over-equipped, Canadian 
industry 

Again, the Canadian Tatis' Board was deprived by a 
decision of the Canadian Supreme Court of much of its 
judicial powers of hearing appeals from ruhngs made by the 
Department of National Revenue. Its ability to hold the 
balance between the United Kingdom exporter and Canadian 
manufacturer was thus badly impaired. 

Finally, these general undertakings, which had proved of 
such doubthil value in practice, were omitted from the new 
Anglo-Canadian Agreement concluded at the end of February 

1937. 


{b) Australia 


On the principle of the compensatory tariff the Australian 
Tariff Boardexpressed its view with refreshmg candoru*. While 
heartily supporting it m theory, the Board r^ected the idea 
that duties ^ould be merdy equalisang * On the other hand, 
it adopt^ the view that a reasonable duty to protect an 
efficient industry should be high enough to raise the l a nded 
cost of an overseas product to a levd which compensated tiie 
Austr^n manufacturer for his dearer labour and raw 
material and greater overhead costs ; and in addition provided 
a marginal advantage in his favour As regards the TnaTgiT t 
postulated, it should, in the view of the Board, ‘ be wide 
enough to secure the efficient Australian ma nuf ac turers so 
much of the market as is represented by goods which can be 
economically produced in the Commonwealth, but narrow 
enough to preclude any ineffiaency, uneconomic extension 
or undue profit-taking ».« Altogether, the Board contended 
that common sense did not permit, and the agreement did not 
require, rigid mathematical adherance to the yard-stick of 
production costs. Infant industries could be accorded special 


* ibid , p 399 
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treatment by increasing the margined advantage in tiieir 
favour. / 

The important reductions actually made in the Australian 
tariff during 1934 and 1935 appear to have been designed 
largely in the interest of the efficiency of Australian 
industry itself, and were intended for ‘taking up such 
excess protection as the conditions of the present costs 
afford ’ the manufacturmg costs in that country had 
greatly fallen.® 

In tile recent Anglo-Australian negotiations for the conclu- 
sion of a new agreement to replace the Ottawa Agreement the 
Australian Government asked for the abolition of the general 
clauses of that agreement. The United Kingdom Govern- 
ment, in view of the long record of loose interpretations 
by the Australian Tariff Board, could not do better than 
agree. 


(c) Nm Zealand > 

The Report of the New Zealand Tariff Commission sub- 
mitted on 29 March 1934, defines the underlymg principles 
of the New Zealand tariff pohcy. The Commission’s inter- 
pretation of Article 7 of the Ottawa Agreement was that no 
duties for protective purposes on British goods should be 
imposed unless tibe mdustries so favoured had a reasonable 
prospect of success. The Commission admitted that m 
Article 8 tiie undertaking to place the United Kingdom 
producer in the position of a domestic competitor was one to 
which It would be obviously ‘ a physical and economic 
impossibihty to give hteral effect But beheving that ‘ an 
agreement of this kind should receive that large and generous 
interpretation which was presumably intended by its signa- 
tories they held that the Dominion’s obligation under Article 
8 was to impose a tariffi intended to equalize costs of 

* Round Table, March 1935, p 417 Altogether these measures owed their 
mitiative to an important extent to what an informed correspondent calb a 
remarkable recovery of fiscal samty m Austrahan pubhc opmxon dunng the last 
two (ibid , p. 411) 

* The permanent depreciation of the Australian poimd relatively to sterling 
abo afforded important additional protection 

3 Round Table, December 1934, p aoz. 
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production as between home producers and United Kingdom 
producers*.* 

The Government completely approved of the Commission’s 
recommendations, which indeed involved no change in the 
pohey of New Zealand : the New Zealand tariff against 
Great Britain has been the lowest of all Dominion tarifis. 

Even so, in October 1933 the New Zealand Government 
offered to undertake drastic reduction of their protective tariff 
on Umted Kingdom goods if die British Gkivernment would 
guarantee continuance of unrestricted free entry for New 
Zealand products. The suggestion, however, did not find 
favour with the latter.* 


Concluston 


The above ‘.review of the durable prmciples of the Ottawa 
Agreements that might be reaffirmed and reapphed in any 
amendment of the agreements . . seems to mdicate 
that then immediate practical value is comparatively slight *.* 
These principles, mde'ed, appeared at the time they were first 
formulated to be the more permanent part of ffie Ottawa 
stmeture The hopes of those who were disappointed by 
the actual achievements of Ottawa were sustamed by the 
promise of Ottawa contained in the enunciation of these broad 
principles for the general regulation of Empire trade policy.* 
As it is, these prmciples have been jettisoned m the new 
agreements, and will become increasingly difficult to revive 


* They understood the pimciple to imply that the Umted Kingdom mami- 
lacturcr should be given a ^fair deal » m the New Zealand market They refuted 
the suggeshon that this pnnaple is necessarily destructive of foreigo trade . 

the suggestum that the equaluuiUon of costs pnnciple earned to its ultimate 
wireme would ^ destructive of practicaUy aU foreign trade bc^ the queshon, 
wcause we think there is no intention of carrying the pnnaple beyond what 
appean to be vnnanted m the national mterest The appreciation 

» I is ®PP*y«g common sense to the data available •—Sunn of Inter- 
nah^ A^in, 1934, p 85 J' • 

®P®rt *cm the equalization of costs pnnaple, any altema- 
a tanffb^nd Mctional pressure brought to bear wi the Illative 
^®*'***‘^ C 3 ommission, quoted m Sound Table, Decembtt 1^4, 

and ^ ® fandamcntal conflict between the home economic pohev 

* ■BntiiA Empire, p 283 

< Sec,forinsfmce,J Ooatman, Afagaa Bnttenw, 1936, p 187. 
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as time passes. Imperial industrial co-operation, or Imperial 

economic co-ordination in a comprehensive form, is now an 

ideal more remote than ever. 

* 


3. India and Industrial Go-operation 


(a) Supplementary Indo-Bntish Trade Agrement 


Unlike the agreements with the Dominions, no general 
provision was included in the Indo-British Agreement con- 
cluded at Ottawa for the regulation of Indian tariff policy 
in the interests of an orderly devdopment of Empire economic 
activities. A supplementary Agreement was, however, signed 
on 9 January 1935, to be current during the period of operation 
of the Ottawa Agreement. It contains provisions similar in 
essential respects to the general dauses of the agreements with 
the Dominions discussed above. 

Both the United Kingdom and Indian Governments agreed 
that while protection to Indian industry against imports from 
all sources might be necessary in the interest and economic 
well-being of India, conditions within industries in India, in 
the United Kingdom and in fordgn countries might require 
a higher levd of protection against fordgn than against 
United Kingdom imports. 

The Government of India bound themsdves to afford 
protection to such industries only as after due mquiry by the 
Tariff Board had, in thdr opinion, established daims to it 
in accordance with the principles of Discriminating Protection 
laid down by the Indian Fiscal Commission.^ 

They further undertook that the protection given to any 
industry should not exceed what was necessary to equate the 
prices of imported goods to the fair selling prices of simil^ 
goods produced in India, and that, wherever possible, in 
harmony with the above provisions, lower rates of duty 
should be imposed on the goods of United Kingdom origin. 
Differential margins of duty in favour of the United Kingdom’s 
goods thus established shoxild not be altered to her detriment.” 


^ The three conditions laid down by the Indian Fiscal Gominission amount 
just to this, that an mdustry must be ' reasonably assured of sound opportumties 
for success ’ before it can qualify for protection 
^ The right of the Indian Government to impose an overndmg duty on 
imported goods higher than the protective duty required, howfever, remamea 
unaffected. 
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Full right was conceded to interested United Random 
industries to represent and defend their cases before the Indian 
Tariff Board, at the time of grantmg substantive protection 
to Indian industry or of review or revision of existing duties. 
The Government of India, again, undertook to institute such 
a revision on the request of the Umted Kii^dom GovOTim^t, 
in the event of any radical changes affecting protected mdus- 
tries during the currency of the period of protection.^ 

The Umted Kingdom Government in turn proved to 
consider, in co-operation with respective commercial interests, 
schemes to develop the import &om India of raw or semi** 
manufactured materials used m the manufacture of artid^, 
which on importation into India were subject to differential 
protective duties An undertalong was given, in particular, 
to continue to use all possible efforts in co-operation with trade 
interests, to stimulate the consumption of Indian cotton 
in all possible ways, induding techmcal research, commerdal 
investigation, market haison and industrial propaganda. 
Similarly, the duty-free entry of Indian pig-iron into the 
Umted Kmgdom was assured, so long as the differential 
mar g ins in respect of imports of iron and sted into India by 
virtue of the Iron and Sted Protection Act of i934> were not 
reduced. 

In condusion, both Governments undertook that m all 
matters dealt with m the Agreement, they should at all times 
receive and consider any condusions, agreements or reports 
which might be framed as a result of a conference between 
accredited representatives of industries concerned in the 
United Kingdom and in India.* 

The Net Effect of the Supplementary Agreement 

Thus, in effect, the prindples underlymg the protective policy 
of the country as wdl as certain acadental results of that 
policy in the form of differential duties, which had hitherto 
been worked presumably and avowedly m the sole mterests 
of India, now became part of an obligation assumed by agree- 
ment towards a co-contractant. 

* Silient proMsions of the Mody-Lecs Pact were incorporated in undertakings 
by an exchange of notes between tlie President of the British Board of Trade and 
rtic High Commissioner for India Thcy^ arc considered m the next chapter. 


10 
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Shfi in the Terms of the Iron and Steel Agreement 


The Supplementary Agreement, moreover, marked the cul- 
mination of a progressive change in the terms of the agreement 
in regard to iron and steel. In the first instance, at the time 
of the Ottawa Conference, the free entry of Indian pig-iron 
into the United Klingdom as well as a substantial outlet for 
Indian sheet bar there was seemed in return for preference 
on galvanized sheet in India.' Then, on the occasion of the 
Steel Industry Protection Act of 1934, the need for an outlet for 
Indian sheet bar having ceased to press, the fi:ee entry into 
the United Kingdom of Indian pig-iron only was exchanged 
for preference on United Ejngdom galvanized sheet imports 
into India. The Supplementary Indo-British Agreement 
went a step farther. It secured the fi:ee entry of Indian pig- 
iron alone by the guarantee not only of preference on galvanized 
sheet, but also of the existing m ar g in of difference in duties 
in favour of the United Kmgdom in the case of all other iron 
and steel products. With effect fi'om 3 March 1937, imports 
of pig-iron into the Umted Kingdom firom all sources became 
free of duty : the differential advantage of fi:ee entry of Indian 
pig-iron thereby ceased to exist. 


Government claimed that they had done ‘ nothing more than 
crystallize their past fiscal practice and the principles which had 
been accepted either directly or indirectly by the Legislature 
In their view ‘ it (the Agreement) constituted no more than a 
formal statement of the principles and the practice of the 
pohey of discrinunating protection which had received the 
approval of the Indian Legislature 


* See below Chapter IX, 5. 

® ^gislottm Assembly Debatesj 39 January 1935, speech of Sir Joseph Shore 
Reply from the Commerce Department to a tdeeram from the Indian 
Chamber of Commerce 

The view here expressed about the prmaples and the practice of the pohey 
of discnmmatmg protection had, mdeed, been echoed before m the opening 

S eech of the leader of the Indiw Delegation to the Imperial Eiconomic Con- 
^^ce at Ottewa, and m the pages of the Delegation Report Thus Sir AtuI 
Chatteqee said Theoretically, it might seem that preferences m the case of 
protective duties would be excluded altogether, but practically the result has been 
difiisrent One of the most mteresting thmgs about the Indian system of pro- 
tection IS that It has led directly to what has been m effect, if not in mtention, 
a preference for Empire goods '—Appendices to the Summon ^Proceedmgs, Impertal 
Eeonomu Coitference at Ottawa, 1933, p 97. 
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This interpretation of the pnnaples underlying the pohcy 
of discriminating protection, however, appears to be of doubt-, 
fill soundness. It might be useful to recall the circumstances 
under which tbe Iron and Steel and Cotton Protection Acts 
of 1927 and 1930 respeclivdy were earned through the 
Legislature Briefly, the Assembly had to choose between 
protection for the Indian industry with preference for British 
imports, or no protection at all * It voted for the former. 

Preference may thus have been acc^ted as an incidental 
outcome of the pohcy of disc^riminating protection in two 
specific mstances. That, however, could hardly be said to 
have committed the Indian Legislature to grant preference, 
wherever possible, as a matter of policy “ On the occasion 
of the Ottawa Economic Conference &e protected articles 
were definitely excluded firom the scope of preferential 
proposals.^ 


(6) Industrial Co-operation tn Practice , 
Scope and Difficulties 


Scope of Fruitful Industrial Co-operation 
Gommg to a consideration of the merits of Imperial mdustrial 
co-operation firom the pomt of view of India, it might be 
observed that economic co-operation already obtains to a 
not ummpoitant degree between the United ELmgdom and this 
country It might be further promoted m an important 
measure to the common benefit of both countries 
It has been seen how the character of India’s import trade 


* ' I should be nusleadxng the House if I conveyed the impression that Govern- 

ment have an open nimdi or that they are prepared to discuss these various 
amendments on the footing that all of them arc equally open for consideration 
Drasbe changes m the scheme embodied in the Bill, it would, I fear, be impossible 
lOr the Comment to accept.' — Legtslaftoe Assembly Debates, jg March logo, 
speech of Sir George Rainy ^ * 

* This at l^t was the mcw of the Indian Delegation to the Ottawa Conference 
(see aoo\c, Chapter I, 3) The Indian Fmance Member, too, ducounted any 
impliration oftlw Assembly’s \otc pomting to acceptance of a ^ange of pohcy 

>i c do not, and in fact, we could not, ask this Assembly to commit themselves, 
M urn smge, to accepUng the pnnaple of Imperial preference We ask them to 
mgara this prmxisal merdyas aspeaal measure designed to meet the itnini^iat*. 
cmcmmc) —Bu^ct spec^ of Sir George Schuster, 38 February logo 

accen^n^'tf’ ® rccommendmg the Agreement for 

^degauon reckon ‘ on the other side of the bdance 
j protection a^rdcd to Indian mdustrics has not m any 
India retains complete freedom to shape her tariff 
polic> in the manner she thinks best ’ —Iteport, p 4a. 
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has been undergoing a progressive change. Before the War, 
staple lines like cotton manufactures, iron and steel goods and 
metals preponderated in that trade. During recent years, 
imports of such goods, particularly cotton manufactures, have 
dropped heavily, while new lines of imports have developed, 
and many old hnes which were relatively small before are also 
growing rapidly. Indian industry is taking up the manu- 
facture of many forms of goot^ which were formerly largely 
imported ; there is at the same time a continual adaptation 
in the character of the import trade to the many develop- 
ments in the field of Indian production. More and more, 
imports take the form of products of the latest scientific 
techmque meeting the new and growing demands for the 
improved facilities and amenities of modem life, and of 
capital goods, such as electrical appliances of all kinds, 
cinematograph films and photographic apparatus, wireless 
and broadcasting equipment, telephone installations, refirigera- 
ting and air-conditioning plants, transport vehicles, chemicals 
and specialized equipment including machinery of all kinds. 

change in the character of India’s import trade, the 
restriction of old lines and the devdopment of new ones, has 
been more marked in the case of imports from the United 
tiian on the whole. Sir Thomas Ainscough, Senior 
British Trade Commissioner in India, in his Report foi i935“® 
observes as follows * 

* ^^Ppdy> most of the classes of imports affected by these 
developments are those in which United Kingdom 
manufacturers already hold a large share and are keeping 
abreast of market requirements. It is most encouraging 
to note that in the newer highly technical industries, 
Umted Kingdom manufacturers are successfully meeting 
foreign competition and are reinforcing their efforts by 
adequate sales, techmcal and service organization on the 
spot. Fortunately, too, these classes of imp orts, which 
are capable of such great expansion, can be developed 
without competing widi India’s own natural industrial 
development. The fidendly co-operation of British manu- 
focturing organization, with their technical experience 
and knowledge of world-wide conditions, and Indian 
mdustrialists, with their knowledge of local conditions. 
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should be most valuable in research work with Ae olg^t 
of stimulating the consumption of their products by 
creating fresh outlets and uses for them and by jomt 
effort to develop backward sections of the market and by 
promoting entirdy new consumptive demand. I am 
conmnced that we must rely rmre and more tn future on the suj^ly 
of capital products and technical equipment to India j tlm amng 
her own development with our experience and technique. * 

The scope of mutually benefiaal co-operation m industry 
between the United Kingdom and India is admirably summed 
up in the condudmg sentence of the above passage. It is a 
broad form of economic co-operation in respect of trade, 
which might be brought about by^ tariff prefer^ces, not a 
close form of co-operation among industrialists m the same 
field, seeking the same ends, which is beset with pecuhar 
difficulties for a poor and badcward country like India. 

DifficttllUs of Industrial CthoperaMon 
The scheme of industrial co-operation was only stated in 
broad outline by the Imperial Economic Committee. As such 
it appears perfect m all its parts, well co-ordinated and 
harmonious. In practice it is beset with difficulties and dangers 
for the weaker partner which it is wdl to recogmze if only 
to know the conditions of successful co-operation 

In the first place, it is doubtftd whether such schemes of 
industrial co-operation in their actual working out could 
prove sufficiently elastic for a reasonably rapid adaptation 
of the more highly specialized branch to * the progressive 
evolution of the local industry’. No doubt the chan^g 
character of demand makes readjustment and reorganiza- 
tion inevitable, and in this process Ihe more specialized 
industry may open up fresh lines for itself and abandon old 
ones to be taken up by its younger and less ciqierienced partner. 
However, the basic postulate in such case, of a shifting demand 
may not always be realized. The demand for staple lines 
of manufacture of cotton and iron and sted goods, for instance, 
is hkdy to be fairly stable. The incrcasmg indasticity in 
die mctiiods of production becomes, therefore, a positive bar 
against accommodation by the more highly developed industry 

* Ihe itahes are miae 
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to the growing requirements of the younger industry. Mass 
production methods^ and increa^gly elaborate sdenlific 
technique, demanding in their turn larger units of production, 
more daborate organization and heavier capitalization set 
up vested interests against change. 

Again, the case for industrial co-operation is for the most 
part the case against fostering with the aid of high tariffs 
inefficient industries, for which natural comparative advantages 
are non-existent. It is the case against diverting a country’s 
resources of labour and capital into uneconomic channds, 
thereby imposing a burden on the consumer out of proportion 
to the advantage conferred on the community. But m India, 
protection is granted in a very deliberate manner, after the 
thorough investigation of claims of an industry by the Tariff 
Board, which satisfies itself that the industry fidfils certain 
stringent conditions. While in no case is substantive protec- 
tion granted without prior examination by the Tariff Board, 
cases have not been ii^equent in which protection has been 
withheld by the Government, even when it has been recom- 
mended by the Tariff Board, or the degree of protection 
actually granted has been less than that proposed by the Tariff 
Board.* Protection is granted only to such industries as 
possess natural advantages, an abundant supply of raw 
materials, cheap power, a plentifiil labour supply, and a large 
home market ; and in regard to which there is a reasonable 
prospect of bdng eventually able to dispense with protection.* 
Protection is temporary and given for a short period, generally 
fi:om three to seven years at a time This cautious and dis- 
criminating Indian policy of protection is unlikely to encourage 
industries, not reasonably assured of sound opportunities for 
success.^ The degree of protection, again, is just sufficient 

* Important instances are furnished by the cotton, silk, glass, woollen and sugar 

* Su Geoffrey Corbett in his statement before the Imperial Conference, 1930* 
described the various stages throitgh which a daim to protection has to JWM 
before it is established, and concluded * In this way, we beheve it is ensured 
that the burden on the consumer is as small as possible, and that the consumer 
h^ ample opportumty to express his views and assert his influence at every stage 
of the proceedmra ’ — Report of ProceedingSt November 1930, Cmd 37 i 7 » P 

See also Report of the Indian Ftseal Commvtston, p 44 and J O Goyajee, Tnt 
Indian Ftseai Problem, 1924, Lecture 11 on * Discriminating Protection’ 

® Though protection may not assure success of an industry, unless properly 
used (see bdow p 166 n) 
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q prf no more than sufficient to equalize the fair se ll i ng price 
of the Indian product with the duty-paid landed import price 
of the foreign competing article This measure of * scientihc * 
protection is conceived m the best interests of the Indian 
consumer as of the In dian indimtry : the atmosphere of equal 
competition is favourable to that growing effidency and con- 
tinuous improvement which is essential for a qieedy attam- 
ment by the industry of that condition * when it would be able 
to stand the competitive challenge of its fordgn rivals*. 
Precisdy on account of these considerations, however, there 
should be limited room for granting preference to the products 
of a foreign industry, which is also protected at home. 

There is, indeed, a conflict of aims between the polides of 
dtsmmvmtvng protection and preference As the Indian 
Delegation observed while discussing the case of sted — and these 
remarks apply with equal aptness to other cases — ^the introduc- 
tion of preference could only be effected either by a lowering 
of the duty on British imports bdow the levd determined 
upon by considerations of protoition, or by raising the rate of 
duty on fordgn imports fixed by requirements of discriminat- 
ing protection. But * to conc^e a preference by reducing 
these rates to a lower figure in favour of British steel would 
impair the protection intended by the Legislature to be 
afforded to the Indian industry, and to raise the duty on fordgn 
steel to a higher point than was required in India’s own 
interest would have been a grave departure from the funda- 
mental prindple of the pohcy of discriminating protection 
Either the amount of protection would be rendered inadequate 
or excessive. Neither of these courses is desirable. Both 
of them are detrimental to the interests of the Inffian industry 
and/ or tlie Indian consumer. In general, preference would 
appear to be incompatible with discriminating protection, 
ffiough spedal circumstances may sometimes justify its grant 
in tlie case of a protected industry.® 

Schemes of industrial co-operation and * complementary 

33 They continue * It would have meant that though, when an 
tht ‘™'***'y "*** *** question, the consumer ought not to be taxed bfyond 
oK..^!***’* necessary to gi\c the protecuon needed, this could be done mthout 
com^uuon ’ * ®ntuh industry desired to be safeguarded against foiagn 

' e g in du. CISC of the sted industry m 1927 (see bdow Chapter IX, 4) 
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production ’ may more often than not result in defeating the 
logical end of a policy of protection and prolonging the period 
of the consumer’s sacrifice, indeed in making protection a 
‘ permanent burden on the community ’ which it was the 
foremost care of the Indian Fiscal Commission to avoid. 

Besides, arrangements aimed at the division of the Indian 
market between the Indian industry and a single foreign 
industry are not likdy to serve the best interests of the Indian 
consumer. In the absence of fi:ee competirion between 
outside sources of supply, both the quality of satisfaction offered 
to the consumer and the pnce of such satisfaction may be 
affected to his detriment The former may deteriorate, the 
latter may be raised against him.‘ 

Again, fine distinctions between competing and non-compet- 
ing parts of an imported product, whose local production is 
receiving protection, are often an insufficient basis for accord- 
ing differential treatment to different portions of the imported 
supply. For the working of the price market is often complex, 
its ramifications are intricate, and competition works through 
indirect channels, defying the daborate categories and minute 
classifications of trade by tariff officials.® 

Reference may be made at this stage to certain funda- 
mental considerations which have an important bearing on 
the formulation of a right commercial policy for In^a. 

Some Fundamentd Considerations 

India is a vast sub-continent gifted with abundant and rich 
natural resources. She has a population one-fifth of the whole 
world, and therefore a supply of cheap and plentiful labour. 
The labour is no doubt lacking in slcill and mastery of modem 
technique, but has a tradition of industry, and is capable, if 
trained, of acquiring the arts of machine manufacture. Every- 
thing considered, her resources and equipmentform a sufficiently 
broad base upon which to rest a fisraT policy designed to 
promote the interests of her huge population. The volume, 
character and range of her resources are of such a nature that 
she can very appropriately form a unit in world co-operation. 

* See below Chapter IX, 6, * Industrial Co-operation ’ for the views on this 
aspect by the Indian Tariff Board on the Iron and Steel Industry, 1934 

a On this point, see Report (jfthe Indian Ttmff Board on the Cotton Textile Industiy, 
J934. P *47 
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There is therefore little to recommend schemes of indus^^ 
co-operation or complementary production which might 
circumscribe the scope of her economic development and make 
more distant and difficult the full utilization of her econonuc 
possibilities. 

Relative Backwardness of British Industry 
Another reason advises caution against a wholesale extension 
of preferences to the products of a British industry, even^ if 
the producers of a particular line of goods m both counries 
find such arrangements to their mutual advantage : British 
industry since the War has lagged behind the mdustry of m^y 
other countries in efficiency of organization and technical 
equipment * 

‘ Her whole history wrote Professor Siegfiied, referring 
to Lancashire, * btLs been a continual adaptation from one 
decade to another, to meet the changing requirements of the 
world situation ” The root of the hardships of the export 
industries of the United Kingdom lies mainly m the fact that 
since the War they have been characterized by lack of 
mobility and adaptation.^ 

This leaves the case for a comprehensive system of exclusive 
co-operation with staple Umted Kingdom industries without 
strong rational support. Yet not unnaturally, the demands 
for co-operation are most insistent and pressing fi:om precisely 
those United Kingdom industries like cotton and steel which 
have suffered most from the growth of local competition in 
India. The avowed end of sudi co-operation is to arrest the 
process of decline which has overtaken the old United Kingdom 
trades. The successful achievement of this end involves 
retarding die development of competitive Indian industries 

* See for instance G D H Cole, Bnluh Trade and Indmlty^ Past and Present, 
J 93 * > Rtpmt qf the Canmittee on InAtstty and Trade, tgsg, pp 179, 235, 297, A 
Loicdav, Brtlatn and World Trade, 1931, p 169 , Sicgfnra, op at , p 58 

* Posl-War Britain, 1924, p 1 10 

^ T)ie Balfour Committee on Industry and Trade thought it ' abundantly 
clear that the first step towards putting British industry m a position to compete 
succenfull} in oicrseas markets is to subject tlieir organization and equipment 
to 1 UioTough process of reconditionmg *, and, it might be added, impart some 
meuure of resilience to the whole economic system Recent improvements 
»n Bntish industry weaken but do not completely take away the force of this 
statement 
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There is here a dear conflict of interests. To ignore it is to 
overlook facts. The soUdtude of the United Kingdom 
manufacturer to stay the long continued set-back to his trade 
can be easily appredated. Nor is it difficult, however, to 
understand the eagerness of the Indian industrialist to extend 
and diversify the range of his output and to venture forth his 
capital and enterprise into new profitable channels. 


Conclusion 


The sum and substance of the case against Imperial industrial 
co-operation even were Imperial preference in general 
supported, may be put thus : to prefer United Kingdom 
imports to other imports of the products of an industry not 
protected in India is one thing ; to continue to accord prefer- 
ence to United Kingdom imports when the corresponding 
Indian industry has received protection is quite a different 
affair. In the latter case the proper objective is to develop the 
productive capacity of the Indian industry to a point where it is 
able to meet all Indian requirements, within the shortest 
possible time, so as to minimize the burden of protection on ffie 
Indian consumer. That objective would ordmarily be 
compromised by the simultaneous admission of preference for 
United Kingdom products into the protective scheme, unlas 
the requirements of discriminating protection as such advise 
a lower rate of duty on United Kingdom imports. 

As has been observed above, there is a genial form o 
economic co-operation between the United Kingdom ^ 
India to which exception may not be taken, and which is bemg 
achieved more and more in practice : the Indian dem^d or 
the products of new technique and the improved faculties o 
modem life, and for capital goods, is increasmg, and 0 
United Kingdom is increasingly directing her resources 0 
meeting these new demands. This process may be acwlera e 
to the mutual benefit of the United Kingdom and India. 


International Cost Differences : the General Case for Differential 
Protective Duties Considered 

The general argument for introducing preference in 
of United Kingdom goods into the Indian protective sc 
may be stated thus in its essentials . costs of production o 
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United Kingdom industry being higher than the costs of pro- 
duction of the foreign industry, a lower duty would afford 
adequate protection to the Indian industry against the dear 
goods of the United Kingdom tihan agamst the cheap goods 
of her foreign rivals * To impose higher duties on United 
Kingdom goods than are necessary to equate their c.if 
import pnees with the fair selling price of similar goods 
produced in India would, besides rendering the amount of 
protection to the Indian industry excessive, add to the burden 
on the consumer of United I^gdom goods 

In appraismg this argument it nught be noted that the 
higher costs of production of United Kingdom goods could 
be made up broadly of two elements * (i) higher costs due to 
superior quality of the Umted Kingdom articles judged by all 
the relevant indices of efficiency of service, (2) higher costs of 
the United Kingdom than of fordign goods of like quality 
Now a claim for a lower rate of duty on United Kmgdom goods 
cannot be based on the ground that higher quality makes for 
lugher costs of production For the higher quality — ^if the 
consumer is the judge — should make as much for higher prices 
as foi higher costs 

The second ground for lower duties on United Kingdom 
goods amounts in other and plainer terms to this, that the 
United Kingdom manufacturer is unable to place his goods 
in the market at competitive prices agamst the foreign 
manufacturer. 

The differential treatment of the products of United 
Kingdom industry on the ground of higher costs has some 
justffication from the point of view of industry 
industry is initially saved from excessive or madequate 
protection against one or the other source of supply, such as 
would icsult if a uniform duty based on a comparison of 
foicign costs or United Kingdom costs alone, or some average 
of the tiNO. i\itli Indian costs, were imposed. 


* /Vinonj ihc revons for tlic reduction of India’s imports from Great Bntam 

Corbett mentioned the folloivmg in his statement on 
brlnlf of the Indian Delegation before tlic Imperial Conference, iqeo • ‘ For 
o IT" there may be many reasons-this gap (bctiiwn 

the pricrs of «ported nix mitcmls and imported manufactures) tends to be wS 
in the cixc of BritBh rnanuricmrcs than m Uie aise of foreign manufactwa 25 



156 INDIA AND IMPERIAL PREFERENCE 

Against this possible advantage to Indian industry, however, 
has to be set die loss to Indian revenues caused by a preference 
I® United Kingdom goods not compensated by a correspond- 
ing reduction of the burden on die consumer, for the remis- 
sion of duty on United Kingdom goods only serves to 
compensate the preferred producer for his higVipr costs and 
is not translated into lower prices to the benefit of the 
consumer. 

Again, in so far as costs of production of United Kingdom 
industry are unnecessarily high and could be reduced with 
proper rationalization, this sacrifice of Indian revenues only 
means a subsidy to ineflficiency, which necessarily arrests the 
progress of reorganization and improvement.* 

The general case against difierential protective duties has 
been stated above. When could lower duties on United 
Kingdom than on foreign goods be properly combined with 
protection for an Indian industry ? 

The Real Case 

A real case would exist for different scales of protective 
duties against imports of a commodity from different sources 
if the severally derived imports constituted separate commodi- 
ties for practical purposes, which could be identified with 
Separate categories of home output : the extent of protection 
in each case would be det^mined on a comparison of the 
fair selling price of the home product with tiie duty-free price 
of comparable imports. 

Differentiation would thus be based on a difference in the 
kind or class of imports happening to coincide with a difference 
in the source of imports. The iron and sted duties in 1927 
fiirnish an instance in point. But it is usually hard to come 
by cases where imports of a commodity from different sources 
fall into practically non-competing groups 

* For the higher costs of the United Kingdom producer may be due to his 
reluctance to scrap obsolete plant or deficiency of alill to adopt or adapt new 
mvrations, to improper co-ordmation of efforts and resources m production and 
mmketmg} or to mefiective organization^ or other causes * Xhere was a good deal 
of truth m the statemmt made by a Japanese spinner to the effect that Lancashire 
vw trying to make India pay the price of Lancashire’s mcfficiency It is the 
emciracy w the Japanese that has made them such formidable competitors ’ — 
Mmufusier Guardian Commereial, Annual Review, i February 1035, p 80 

7^* could also be said about the cost to the Indian consumer of the 
relative mefiiaency of the Indian cotton mdustry. 
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Gases of partial or ineffective competition between imports 
differently derived are not so uncommon. They may appear 
to afford a wide, but mdeed provide a weak and insufficient, 
basis for tariff discrimination Only the obvious absence or 
substantial lack of competition among two or more outside 
sources of supply could completely justify differential duties 
from the point of view of considerations of discriminating 
protection 

The cases of differential protective duties in relation to 
cotton and steel are considered m more detail in the next 
chapter 



Chapter IX 

PREFERENCE WITHIN PROTECTION : 
COTTON AND STEEL 

Imperi^ industri^ co-operation has found partial practical 
^pression in India in the form of differaatial protective 
duties, and may thus aptly be termed ‘preference within 
protection As such it was first introduced into the Indian 
tarifif by the Iron and Steel Industry (Protection) Act, 1927, 
and the Cotton Textile Industry (Protection) Act, 1930. 
It was granted a firesh lease of life by two later Acts : the 
Indian Tariff (Textile Protection) Amendment Act, 1934, 
and the Iron and Steel Duties Act, 1934. 

Without giving a detailed narrative of facts, the salient 
features in the working of the protective cum preferential 
schemes in relation to the two Indian industries may here be 
briefly reviewed. 

I. Introduction of Differential Protective Duties 
ON Cotton : Views of the Tariff Board 

Introduction of Differential Protective Duties^ ^93P 

By the Cotton Textile Industry (Protection) Act, 1930, 
the revenue duty on piecegooch was raised from ii to 15 per 
crat, and in ad^tion a protective duty of 5 per cent valorem 
with a minimum of 3^ annas a pound on ‘ plain grey goods *, 
was imposed for three years on all cotton piecegoods imported 
from coimtries other than the United Kingdom. 

The exclusion fi'om the scope of the protective duty of goods 
imported firom the United Kingdom was justified chiefly on 
three grounds : firstly, that the extent of direct competition 
between the products of the Indian industry and imports 
firom the United Kingdom was relatively small ; secondly, 
that the great bulk of the goods imported firom the United 
Kingdom were of a kind which could not be made firom Indian 
cotton ; and, thirdly, that the grant of assistance to the Indian 
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industry for the manufacture of the finer varieties of goods 
could not be considered except m connexion with the question 
of substantive protection* 


TTie Cotton Tanff Boards 1932, on Mr Hardfs Conclusions 

The conclusions of the Government in regard to the extent 
of competition between Umted Kmgdom and Indian goods 
were based on the results of the investigations in 1929 of 
Mr G. S Hardy, Collector of Customs, Calcutta. They were 
subjected to dose scrutmy by the Tariff Board on the Cotton 
Textile Industry, igga. The Board found that both in respect 
of bleached goods and bordered grey goods — ^two most 
important lines of imports firom the United Kingdom — Mr 
Hardy and the Government of India had considerably under- 
estimated the extent of competition from the Umted Kingdom, 
cither because they underestimated the extent of comparable 
Indian output (of bleached goods), or because they under- 
estimated the extent of comparable United Ejngdom imports 
(of bordered grey goods).* 


Protection Ifecessa^ Against the Umted Kingdom 

The Tariff Board was of tihe view that protection was 
needed as much against the Umted Elingdom as against other 
countries. It did not find it possible to determine separ- 
ately the extent of protection necessary against imports from 
different sources. There was, firstly, the extreme difficulty 
of estimating the de^ee of direct competition firom particular 
countries on the basis of the data available ; and, secondly, 
indirect competition m the form of substitution operated 
over a very wide range of similar, if not identical, articles 
derived from different sources Moreover, the Board con- 
sidered that if the scheme of protection were to succeed in its 
object It was as necessary to encourage the production in 
India of goods of finer counts as of medium and coarse counts.^ 

» !bjS’!pp%4.5"’ Cotton Texitk Indmtiy, p 143 
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Again, die production of finer counts, it was hoped, would 
encourage the investigation of possibilities of growing superior 
grades of cotton in India. 

Unifom Minimum Specific Duties 

The Board recommended uniform minimum specific duties 
ori goods imported from all countries including the United 
Kingdom as follows : 

Plain grey . . . , .5 annas per lb. 

Bordered grey . . . • • 5 annas 3 pies per lb. 

White bleached . . . . 6 annas per lb. 

Coloured, dyed, or printed goods 6 annas 4 pies per lb. 

These rates were calculated according to the difference 
between the costs or fair selling price of the T-nHian industry 
and the net price realized by the mills, mainly in respect of 
medium counts, of which imports fi:om the United Kingdom 
were said to be not inconsid^able. 

The specific duties as minimum protective duties unif ormly 
applicable to all imports were to be outside the scope of any 
preference that might be agreed to be granted. For that 
purpose the use of alternative ad valorem revenue duties was 
recommended. 

Probable Effect of Tariff Board Proposals 

The Report of the TarijBf Board signed in November 1932, 
was published in March 1934, without any resolution thereon : 
its findings had by then bem superseded by events occurring 
in the meantime. 

Whatever their effects in the direction of securing the 
developmmt of the Indian industry might have been, it was 
authoritatively beheved that ‘ the recommendations of the 
Board, if adopted, would have been most d^y^aging to 
Lancashire inter^te’* Therefore, Sir Thomas Ainscough 
expressed the opinion that the two Cotton Agreements (see 
below), ‘by rendering inapplicable the proposals of the 
Tariff Board, had prevented a further serious blow to British 
textile trade’.* 


Overseas Trade • R^rt on CondiUons and Prospects of UmUd 
Jtmgdom Trade in India, 1934, p 68 r j 

» ibid , p 75 



PREFERENCE WITHIN PROTECTION 


_i6i 


a. Differenthal pRonEGnvE Duties : 
Cotton Trade Agreements 


The Indo-Japanese Agreement, 1^34 and 1537 

The two most important events whidi led to the super- 
session of the findings of the Tariff Board were the conclusion 
towards the end of 1933 of the Indo-Japanese Agreement and 
the Bombay-Lancashire Agreement, o'^erwise known as the 
Mody-Lees Pact It is not possible to describe in detail here 
the circumstances of origin or the provisions of the former 
Agreement ; it comprised a Treaty and a Protocol ; the 
Treaty provided for the mamtenance of mutual most-favoured- 
nation treatment , the principle underlying the Protocol was 
the linking of imports of Japanese piecegoods on a sliding 
quota basis with exports of Indian raw cotton * The duty 
on Japanese cotton piecegoods was also reduced from 75 
per cent to 50 per cent ad valorem. The Protocol concluded 
on la July 1934, was to expire on 31 March 1937. A new 
Protocol was initialled by the Ddegates of the Governments 
of India and Japan on la Apnl 1937. It substantially 
reproduced the terms of the previous Protocol, though it 
provided for a smaller quota of piecegoods imports in view of 
the separation of Burma and the conclusion of a separate 
Agreement with that country,* 

"^e Agreement brought mto prominence a factor which sets 
a limit on the extent to which the Indian industry can be 
allowed to satisfy the Indian market — ^the necessity to secure 
an outlet for the huge exports of Indian raw cotton The 
Indian cotton mill industry takes normally only about two- 
fifths of the cotton crop ; for nearly one-half of that crop, 
a market has to be found overseas » Indeed, the proportion 
of short staple cotton which has normally to be exported is 
much highcr-^ver two-thirds Even a speedy extension of 
the domestic industry could not obviate the need for external 


*** * ^ million bales of raw cotton against 325 million to 400 Tni»iwn 

TcnS Board o- the Coito t Textile Irdustn looR n aj. Thf. 
«wt of the raw cotton u used up m the hand-looms ^ 


11 
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dependence altogether, and the delicate problem of adjust- 
ment of the interests of the Indian cultivator and manufacturer 
will continue to complicate the situation for at least a good 
time to come. 

The Bombqy-Lancashire Pact 

On 14 September 1933, a British Textile mission including 
representatives of the artificial silk industry and headed by Sir 
William Glare Lees arrived in Bombay. On 28 October, 
the mission departed for England, having negotiated an agree- 
ment with the Millowners’ Association, Bombay, which had 
Mr (now Sir) H. P. Mody as chairman. The Agreement — 
a precursor of the general understanding embodied in the 
Supplementary Indo-British Trade Agreement already 
considered — ^reiterated the right of India to protect the Indian 
industry even against the United Kingdom, but recognized 
that a higher level of protection was needed against other 
countries than the United Kmgdom. It provided for the 
stabilization of tiie position in regard to the tariff on imports 
of cotton piecegoods firom the United Kingdom, after the 
removal of the revenue surcharge, at 20 per cent ad valorem ; 
for a reduction of the duty on British yarn fi:om 6 J per cent to 
5 per cent ad valorem with a minimum specific duty of ij annas 
per lb. against the general duty of i| annas per lb. for a 
reduction m the duty on pure artificial silk fabrics firom 50 per 
cent to 30 per cent ad valorem or 4 annas to 2 annas per sq. 
yard, and on mixture fabncs from 35 per cent or 2 annas 
3 pies per sq. yard to 30 per cent or 2 annas per sq. y^d. 
Besides, the Agreement arranged for the extension to Indi^ 
goods of any advantages secured for British goods in Empire 
and other overseas markets, as well as for India’s participation 
in any quota allocated to the United Kingdom. Finally,/ 
it provided for effective action being taken to popularize 
and promote the use of Indian cotton m the United Kingdom. 
The understanding was limited in its duration to the period 
ending 31 December 1935. 

The Indo-Japanese Agreement and the Mody-Lees Pact 
provided the complete framework for the new schedule of the 

^ The agreement assumed the continuance of the cotton duty at the enstmg 
level of half an anna per pound 
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cotton tariff and were substantially incorporated* in the Indian 
Tariff (Textile Protection) Amendment Act, 1934, which was 
passed m April and became ^ective from i May of that year. 
The Act thus included considerable differential tariff margins 
in favour of the United Kingdom and gave protection to the 
Indian industry for a period of five years until 31 March 1939. 


Imperial Industrial Co-operation 

It must be fully appreciated that in mcorporating the 
provisions of the Bombay-Lancashire Agreement m the Act 
of 1934, the Government were only trying to implement the 
principles of Imperial industrial co-operation in their tariff 
policy.® 

But this action of the Government was subjected to criticism 
in the Assembly on the ground that the Agreement had the 
support of only a section of the Indian industry, however 
substantial, and was opposed by important parts of it ® 


Ad Valorem versus Speafe Duties 
An important recommendation of the Tariff Board of 1932 
which was ignored in the Act of 1934 related to the imposition 
of minimum specific duties for protection * cotton piece- 
goods other than plain greys have continued subject only to 
ad valorem duties Now the amount of protection received 
by an industry under a system of ad valorem duties tends to 
diminish with a fall in the prices of imported goods and 
to increase with a rise in prices. Thus it alternatriy to 
become madequate for the industry and excessively burden- 
some for the consumer. From the pomt of view alike of the 
industry and of the consumer specific duties appear to con- 
stitute a more suitable form of protection than ad valorem duties ♦ 


3 alicmatne speafle duty on counts above 50’s \vas remoted 
r Ahmadab”«d Millownets* Assoaation, and the Federation 

a of rnlhns pnw ** * penod of rising prices and louer in 
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Mr G. S. Hardy had found that a change to a system of 
specific duties assessed according to weight would on the 
whole be undesirable, because it would lead to a disturbance 
of the relative incidence of customs duties on different classes 
of goods. He was not, however, primarily investigating the 
claim of the cotton indus^ to protection. The Tariff Board 
"Of 1932 which was appointed definitdy to inquire into this 
claim was of the view that the disturbance of incidence would 
be precisely of a kind as to safeguaird the scheme of protection ; 

‘ the most noticeable direction in which disturbance will be 
caused on this method of assessment is that goods belonging 
to groups of lower counts will be liable to proportionately 
higher rates*.* Precisdy these goods constituted the bulk 
of the Indian production, in which the need for protection 
was greatest.* Moreover, in the coarser classes of goods, 
particularly of counjs 20 and below, internal competition 
was already so strong that an increase in the import duty 
would not result in any corresponding increase in prices. 

The Indian Tanff (Textile Protection) Amendment Act, 
1934# granted protection to the Indian cotton industry for a 
period of five years until 31 March 1939. 'But the tariff rates 
on British goods were to be decided after the expiry of the 
Bombay-Lancashire Agreement on 31 December 1935, on a 
review of existing conditions and in the light of experience 
gained.3 This review was entrusted to a Special Tariff 
Board appointed on lo September 1935. 

Among other things, the Board recommended a duty of 


R^xxrt ^ the Indian Tar^ Board on the Cotton Textile Industry, pp 137-8 
Simple specific duties are reffresswe — ^i e they weigh more heavuy upon the 
cheaper varieties of quahties than upon the dearer ones— c g the proportion of 
the total pnee r^resented by the tax is greater m the case of c^eap tobacco than 
m the case of more expensive tobaccos When a purely revenue duty is being 
considered. It is clear that the maxim that taxation should be based on abihty 
to pay is being infiinged When the duty is intended to be protective this 
^ regr^ive eft^ may or may not be considered desiraUe It is dear that the flat 
rate has the enect of protectmg the less fine qualities more than tlie finer quahties, 
rasult depends on the object for which the duty was imposed 
(for iratai^)^ a country whose textile industries are just begmmng to develop 
find it desirable to levy a higher rate of duty on the inferior qualities, and 
this a imiforxn duty effects ’ — E Gregory, Tariffs A Study in Method, igai, 
pp 119-qo A variety of considerations are involved for amvmg at a decision 
m a particular case See ibid , p ii6 , import of the Indian Fiscal Commsssm, 

P X2 Z • 

Joseph Bhore on his motion for reference of the Bill of 1934 
to the Select Cjoimmttee, Legislative Assembly Debates, 13 M«f c h 1934 
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20 per cent ad valormt with a minimum specific duty of 
3I annas per lb. on plain grey goods, and 20 per cent 
ad valorem on all other goods including bordered grey, bleached 
and coloured (excluding printed) goods. The Report of the 
Board was published together with the decision of the Gk)vem- 
mcnt of India to give immediate effect to its recommendations 
by a Resolution dated 25 June 1936.* 


3 Differential Protective Duties : The Balance Sheet 

IN Regard to Cotton 

• • 

(a) Costs 

Bisection of Protective Scheme 

In considering the above it has to be remarked that a piece- 
meal treatment of the tariff relating to different sections of 
imported supply of the same class of goods is not hkely to secure 
the best application of the principles of discriminating protec- 
tion The scheme of protection should be a consistently 
planned and co-ordinated whole, with a clearly articulated 
relation between its parts The problem of affordmg protec- 
tion to an industry cannot properly be dealt with in all its 
bearings, nor can the degree of adequate protection be correctly 
ascertained, when the closely related aspects of one question 
aic bisected and treated in isolation. It was particularly 
injudicious to bifurcate the question 6f protection, and not to 
treat it as a whole, because the Tariff Board of 1932 which had 
been specially appointed to investigate the claim of the Indian 
cotton indusby to substantive protection had recommended 
a system of minimum specific duties uniformly applicable to all 
imports as the very basis of their protective scheme This 
ww, moreover, the finding of the Tariff Board on a definite 
reference to it of die question whether the same degree of 
protection was required against imports from the United ' 
Kingdom as from other countries. It is, indeed, an interesting 
fact that the mam oudincs of the scheme of protection of such 
an iraporumt industry as the cotton industry were never at one 
time set out by any Tariff Board. 

Aqain, 11 appc.ars from the above survey that protection has 
i'fT •/, iGJiilj 1936 
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V been extended by small periods of two years or so. Such a 
procedure in giving protection is not likely to accomplish its 
purpose effectively. No departure from the principles ‘of 
discriminating protection is here advised, but only the display 
of a little more courage and foresight in their application. Too 
little or too brief protection may be almost as bad as too much 
or too lengthy protection. A judicious or discriminating 
measure of protection is neither excessive nor inadequate and 
given in instalments of time which enable the industry to carry 
out with confidence schemes of reorganization and fresh 
development, in accordance with the requirements and 
possibilities of each case.* 

Loss of Reoenue 

Since the end of August 1932, when the duty on cotton 
piecegoods of non-British manufacture was raised to 50 per 
cent, while the duty on British goods remained at 25 per cent, 
the United Kingdom has enjoyed a substantial preference 
of 50 per cent in duty. How far has this preference succeeded 
in extending the United Kingdom share of the Indian 
market ? 

The proportion of Indian imports derived from the United 
Kingdom declined from 50 per cent to 44 per cent between 
1 93 1 -2 and 1936-7, while that of Japan, practically her only 
competitor, increased appreciably from 45 per cent to 55 per 
cent between the two years. The relative retreat of the 
United Kingdom before the advance of Japan is most evident 
in coloured and grey goods ; in the bleached goods trade the 
United Kingdom, the predominant supplier, has well main- 
tained her relative share of imports 

It appears thus that the wide difference in duties did not 

* Indeed, it would be an advantage to extend the scope of conditions that must 
be fulfilled by an mdustry to substantiate its pJaims for the grant or continuance 
of protection at least m one direction the industry must set its house m order, 
modermze its techmque, rationalize its methods, and reorganize itself generally 
so as to reduce its costs, and add to its receipts by greater economy and mcrcascd 
^aency There is mudi room for improvement in respect of the cotton industry 
along Imes of collective buying of raw matenal and galling of finished goods, 
stodardizmg quahty, scrappmg obsolete plant and, m general, by finanaal 
P The mdustry would generally be less of a burden on the consumer if 

”0 ^ made to this end Sir George Schuster m his budget speech of 

28 February I930> promised to examme the practicabihty of Government inter- 
vention for securing the object But unfortunately no steps were later taken to 
ensure that protection was wdl used. 
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enable the United Kingdom to enlarge her share of the Indian 
market, or even to prevent a decline m that share This 
suggests that the difference in duties has corresponded to a 
large extent to differences m costs of production in the Umted 
Kingdom and Japan. But differences in cost of production of 
the imported product are irrelevant to the determination of the 
requisite degree of protection separately against either source so 
long as imports from one compete with the other for the satis- 
faction of the same demand. The case for differential duties 
from the point of view of considerations of discrimmating 
protection must rest on the basis of lack of effective competition 
between goods imported firom the United Kingdom and Japan : 
as such it appears rather weak. The lower duties m the case 
of United Kingdom cotton goods arc thus partly at least 
preferential in character An important ground for their 
continuance must be found in the reciprocal advantages offered 
by the United Kingdom in respect of exports of Indian raw 
cotton and cotton manufactures abroad. In so far as the lower 
duties on United Kingdom goods arc preferential in nature, 
they involve a cost in the form of a loss of revenue without a 
corresponding reduction of burden on the consumer. This 
loss has been incurred in respect of at least a part of the 
preference of 30 per cent on roughly half the total imports of 
cotton piccegoods derived from United Kingdom, the total 
imports being valued at Rs 17 crores m 1934-5, Rs 16 crores 
935-6 and Rs 13 crores m 1936-7 :* at a modest estimate 
this loss may be put at a crorc of rupees, more or less, in each 
of these Ihice years. 


{b) Benejits 

We may now consider the other side of the balance sheet, 

India in return for the grant of 
differential tariff margins to the United Kingdom manu- 
facturer of cotton and artificial silk fabrics.** 


no 5 per 



cv np?cifh 1,^ ‘ * mirtct, which is dominated 
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Encouragement of the Use of Indian Raw Cotton 

By Article 8 of the United Kingdom-India Agreement 
concluded at Ottawa, His M^esty’s Government undertook 
to co-operate in any practicable scheme that might be agreed 
between the manufacturing, trading and producing interests 
in the United Kingdom and India for promoting, whether 
by research, propaganda or improved marketing, the greater 
use of Indian cotton in the United Kingdom. This obligation 
was repeated in the Supplementary Indo-British Agreement 
and the Mody-Lees Pact. 

The United Kingdom could not encourage tiie consumption 
of Indian cotton by means of a differential duty, minimum 
quotas or other similar methods, because cotton is a raw 
material of United Kingdom industry, the predominant source 
of supply of which has been outside the Empire, namely the 
United States. 

In lieu of the tariff and the quota, therefore, propaganda 
and research have been employed to organize a simultaneous 
and complementary development of a commercial demand 
and commercial supply of Indian cotton. With this end, 
the Indian Cotton Inquiry Committee (later the Lancashire 
Indian Cotton Committee) was established by the President 
of the Board of Trade in the autumn of 1932 in pursuance of 
Article 8 of the United Eongdom-India Agreement. The 
Report of the Lancashire Mission, already referred to, on 
their return in November 1933, gave a stimulus to the activities 
of this Committee. It was assigned an active and significant 
part in ‘ a policy of economic reciprocity,* as particularly 
applied to all the interests associated with the cotton industry, 
firom raw cotton to the finished product in both countries 

The principal function of the Committee has been to engage 
in various forms of propagandist activity with a view to 
encouraging cotton spinners, manufacturers and merchants 
to favour the use of Indian cottons. But an important part 
of its activities has consisted in overcoming the technical 
(as apart fi:om tiie commercial) obstacles which Ke in the way 
of the greater use of Indian cotton by spinners. The two 
annual reports for 1934 and 1935 leave no doubt in one’s 

^ Only another name for mdustnal co-operation 

® First Annual Report of the Laneashtre Indian Cotton Committee^ 1934, p 7 
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mind diat tiiie Committee has made a sincere and earnest 
attempt — what by organizing ochibits of finished products, 
constant circularization of spinners and manufacturers, and 
various forms of printed propaganda, and by the investigations 
of tcchmcal difficulties at the Shirley Institute — ^to develop 
and sustain a permanently higher levd of demand for Indian 
cotton. 

For a more precise appraisal of the results of the Committee’s 
efforts it is necessary to turn to tiie evidence of statistics. 


Tabix XUIl 


Exports of Raw Cotton from India 
(1,000 tons) 


Imports of Raw Cotton mto the 
Umted Kingdom 
(x,ooo tons) 



United Kingdom 

Tout 


India 

Total 

1929-30 

48 

7%) 

727 

1929 

47 

7%) 

687 

542 

1930-1 

50 1 

’S'?! 

^Ol 

*930 

54 

»o%) 

1931-2 

30 


433 

*93* 

47 

*0%) 

4^ 

1932-3 


’9%) 

37* 

*933 

34 

49 


561 

1933-4 

63 

63 

8? 

:*a%) 

§** 

*933 

8%) 

fe7 

1934-5 

*935-0 

[*0%) 

626 

607 

*934 

*935 

74 

*3%) 

*3%) 

561 

564 

1936-7 

107 

(*4%) 

762 

*936 

104 

15%) 

691 

*937-8 

7* 

(*4%) 

488 

*937 

103 

*4%) 

737 


V 


T^c above figures show that the faU in exports to the 
United Kingdom was less than in proportion to the total fall 
up to 1932*3, and thar subsequent increase has been more 
than in proportion to the total increase. The relative share 
of the United Kingdom, therefore, doubled dunng six years, 
incrcating from 7 to 14 per cent The United Kmgdom 
statistics similarly show a marked and progressive increase 

in the imports from India both absolutely and relatively to 
total imports 

^ As regards the causes of the relative as wdl as absolute 
increase of United Kingdom imports from India, ‘it is 
imposMblc to sa> to what extent this striking increase can be 
asenhed to parities obtaining throughout tiie season and 
to Wluit extent to U,c actiriUcs of die Committee The 
ra\ Durable pant> has undoubtedly been a helpful factor but 
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thaniss to the work of the Committee; an increase in consump- 
tion has been achieved much greater tibian could have been 
occasioned by parity alone, whilst conditions have been brought 
about which will maintain consumption at a higher level 
permanently.’* 

The following figures of the comparative consumption 
of Indian cotton show how important the price and parity 
movements have been as a cause of the relatively larger 
consumption of Indian cotton in the United Kingdom. 


Table XLIV 


Rdatm Consumption of Indian Cottot? 
(Qjiantity in millions of bales) 


1 

1932-3 

1933-4 

1934-5 

1935-6 


(1) United Kingdom consump- 
tion of Indian cotton 

•*3 

•23 

34 

•39 

43 

(2) United Kingdom consump- 
tion of all cottons 

2 25 

2 47 

2*51 

2*73 

2 85 

(3) World (excludmg Indian) 
consumption of Indian 
cotton 

*•95 

2*54 

3 04 

2*77 

3*4 

(4) World (exduding Indian) 
consumption of aU cottons 

21 72 

22 6 

21 *50 

22 38 

26 19 

(A) (1) as percentage of (2) 

3 

4 9 

6 I 

7 2 

7 8 

fi) as percentage of (g) 


9*5 

13-6 

14*1 

^5 

(C) (3) as percentage of (4) 


II 3 

13 

14 2 

12'4 

1 


(B) in this table is equivalent to, though not necessarily 
identical with, the United Kingdom share of Indian exports, 
while (A) is analogous to the Indian share of United Kingdom 
imports. Now the increasing proportion of Indian cotton of 
the world consumption of all cottons evident from (G) shows 
that the price consideration was a factor of decisive importance, 
though other factors also assisted the tendency to increase 
in India’s share of United Kingdom imports of cotton 

There is another reflection of a different character which 
may be mentioned at this point. When Lancashire has 
considerably enlarged her intake of Indian cotton, her claim 
for lower duties on goods imported into TnHia. will rest on a 

* Pnrst Annual Report of the Lancashire Indian Cotton Committee f p 12 

* Calculated from figures in Bombay Cotton Annual, 1937, pp. 166, 202. 
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surer econoxnic foundation liian hitherto, and will derive 
additional strength from the tendency of Japan to devdop 
alternative sources of supply. 

Indian Cotton Manufactures and Colonial Markets 

The other benefit offered to India as a result of the Bombay- 
Lancashire Pact, is the extension to Indian goods of any 
advantages which might be arranged for British goods in the 
other Empire countries. 

The value of this concession has been appreciable relatively 
to the small volume of trade mvolved, as is clear from the 
following tables showing the relative position of the Umted 
Kingdom, Japan and India in respect of imports of cotton 
piecegoods into (a) the British East African markets {b) 
Ceylon and {c) British Malaya. 


Table XLV 

Imports of Cotton Pteeegoods mto the Colonud Empire 


Into 

1 

Ceylon 

(1,000,000 yd5 ) 

fintish Malaya 
l£t,QOO) 

Bntish East Afnca* 
(1,000,000 yds ) 

From 



India 

United 1 
Kingdomjjapan 

India 

United 

Kingdom 

Japan 

India 

> 93 * 

193a 

*933 i 

*934 

*935 

1936 

16 

r5 8 

II 8 

a8 6 

31 6 

as 7 
40 4 
41-4 

6 5 
10 3 

la a 
II a 

9 

la 3 
<9 5 
23 <» 

636 

1,048 

735 

883 

93a 

669 

954 

1,346 

*. 34 » 

747 

71a 

319 

aga 

iga 

185 

235 

292 

11 4 

12 7 

II 8 

9 9 
*4 

II 8 

39 - X 
44 X 

55 X 

55 8 
68 7 
71 8 

10 3 

6 4 

3 5 

6 a 

6 4 


The amazing progress of Japan as wdl as the disastrous 
decline in the position of the United Kingdom and India in 
Colonial markets unol 1934 is strikingly brought out in the 
above tabic. 


The limitation of Japanese competition by the imposition 
of quotas during May to July 1934 * has helped India to regain 

MTOn'SI'’l.rd£;2ite Kenva 

9 Sre Xf^'hstn Gu”d sn Cr-.Ttreiel, j October 1935, for a rcwcw of ihe 

cmfntnn quoti ^ysxem Tlic quotv, nomin*ifl> .ipphed to all foracn 

cou!«re<, WT «p»xnlK r»incti\e orjnnancse tnde ^auU thev kr.S 

not n <enou. ^mpetitW 
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much of her lost trade in these markets as well as to secure an 
advance over her earlier position in Ceylon, the principal 
market for Indian cotton goods among the British 
Colonies. 


4* Introduction of Differential Protective Duties : 

Steel 

Steel is the second great Indian industry, protection to which 
has been extended subject to an important measure of pre- 
ference to the United Kingdom. 

A system of differential duties was first introduced on the 
recommendation of the Tariff Board of 1926. Such a system,* 
it was considered, would safeguard the scheme of protection 
against disturbances resulting from large variations in the 
prices and imports of continental steel, such as had under- 
mined the protection given by uniform duties in 1924. It was, 
moreover, advised by the need to prevent an undue rise in 
the price of British standard steel and therefore in the costs 
of important public works, of factory construction, and of the . 
fabricated steel industry, which might retard industrial 
development. Thus on strictly economic grounds a system 
of differential duties was considered by the Tariff Board 
desirable in the interests of India, for the adequate protection 
of Indian industries, and for a fair adjustment of the burden 
involved ’ * The recommendations of the Board were 
embodied in the Steel Industry (Protection) Act of 1927* 


5. Extension of Differential Protective Duties : 


Steel 


Supplementary {to Ottawa) Iron and Steel Agreement : Genesis 

The system of differential duties was extended by the con- 
ausmn m September 1932, in London, of the Supplementary 
(to Ottawa) Agreement in regard to Iron and Steel 


abo)^ «nports and additional duties, over and 

tiona in import prices ’ ^ «»Posed on continental imports according to vana- 

» Report of the Indian Tariff Board on the Iron and Steel Indust^, 1937, p 58 
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In view of the declining demand of Japan for Indian pig- 
iron,* the need for enlarging alternative outlets appeared urgent 
to the Indian Delegation. The Delegation thought, moreover, 
that the export of semi-fimshed stedl from India to Great 
Bntain, which hitherto * could only be effected at sacrificial 
prices *, became practicable, because of the complete change 
in position made by the imposition of the new duties on foreign 
Steel under the Import Duties Act, * The opportumty was 
now offered to Indian steel to replace a large proportion 
ofthe sheet bar previously imported from the Gontment . . . 
if agreement could be reached with the British Government, 
Indian pig-iron and steel would replace much of the conti- 
nental material.** 

The Delegation were of the view that whatever advantage 
may have accrued to the United Kingdom from the differential 
duties on cotton and sted goods m the Indian tariff was purely 
incidental.^ They expressly disavowed any wish to make 
those rates a counter in bargaining* It was necessary, 
therefore, to offer an additional advantage to secure the 
opportunities that lay in the United Kingdom market. The 
Delegation held the considered view that the protected 
classes of steel could not be touched. ‘ The only class of 
steel m respect of which an arrangement satisfactory to 
both parties could be reached * was found to be galvanized 
sheet * 


* Exports to Japnn were reduced from the peak point of 353,000 tons in 1028*0, 
to 3 10,^, t6o,OTO nnd 188,000 tons respecutely during the three \ears following 

* J{rt«Tt t>f //.# Indtan Drlegatm, p 32 0 » o 

reitcrait «his idea in paragraphs 14, 15, 29, 39, 76 and 99 of their 

1 hese rates could not, we were satishcd, become the subject of baigammg 
n J 5 d««auon » (p la), although * the dinci 

SnwhTtlS Mp 33)”^ ^ iinportauon of a higher percentage of 

shwt.too. a protected class of steel » ‘ The import 
tance ofihc trade in gnlvamred ««hc« to the British iron and steel mdustry nmy 
for 1” the \aluc of galvanized sheet accounted 

tA,. **’*■*’ **"P®f*» of st<»l »nto India, and e\en m 

*1® '“tluc, but between these two -\ea» tlic value 

ime" «ndusti>, more cspeaa!l> because it Sw^iSe 

e at a tune when dcnvtnd was declining and prices were faibner Haw, 
tf a.i>whcte mewres earoilntcd to bring r?hS£-iKcd Sia>” "L wS 
ro-. j-rm w,th the ir-eresis of Ind.a-wtil most hS^^^^be of “Sue ^^ibid^ 
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Provisions of the Iron and Steel Agreement 

The arrangements in regard to duties on galvanized sheet 
in the Indian tariff, and other matters which would satisfy 
the British Government were as follows 

(i) Rs. 30 a ton on sheet made in the United Kingdom from 
Indian sheet bar ; (52) Rs 53 a ton on sheet made in the 
United Kingdom from other sheet bar ; (3) Rs. 83I a ton 
on sheet not made in the United Elingdom. Prompt and 
effective action was to be taken by the imposition of an 
additional duty to maintain prices in the event of a reduction 
in the price at which non-Brilish sheets were imported. Each 
Government was to remain at liberty to check an unnecessary 
increase in prices against the consumer by a combination 
of manufacturers in both countries.* 

This scheme of arrangemmats was embodied in an Agree- 
ment,* which came into operation from i January 1933, and 
was to remain in force until the results of the neict statutory 
inquiry into the Iron and Sted Industry in India ytert 
enforced.® 


Outlet for Indian Sheet Bar 

The difference of Rs. 30-12-0 between the duty on British 
sheet not made from Indian bar and other (continental) sheet 
was the difierence between the lowest price which the con- 
tinental manufacturer had yet quoted, and the lowest price 
which the British manufacturer could reasonably accept. 
The further difference of Rs. 23 a ton between the United 
Kingdom sheets made of Indian bar and of other bars, was 
definitely link ed with the provision of an increased market 
for Indian sheet bar in the United Kingdom.^ 


The Tariff Board on ^ Supplenwitary Agreement 

The Agreement was reviewed after hardly a year’s working 
by the Tariff Board appointed on 26 August 1933 to conduct 


ammgemHit. to dttck an unnecessary nse of 

SentlmLr ~nduded by an exchange of letters both dated aa 

Sir George Rainy, Del^ate for India to the Imperial 
*938, and Sir Horaw WiuS, Chief Indusmal Advi^ to 
^ of iondoo 

“♦ See Report, pp. 35 - 7 . 
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the statutory inquiry to rc-examme the measure of protection 
for various classes of Indian steel, laid down by the Steel 
Industry (Protection) Act of 1927 It is not necessary to 
refer in detail to the Board’s condusions on the working of 
the Agreement.* Suffice it to say liiat by then conditions 
had greatly altered since 1932. Whatever justification had 
existed for * the pram facte uneconomic procedure of sending 
steel across the world to be converted and returned m the 
shape of finished goods’^ no longer remained to the same 
extent. The Tata Company had greatly extended its capacity 
for the production of sheets, and the growing re-rolling industry 
provided another widening source of demand The need for 
finding an outlet for Indian senu-finished sted had therefore 
ceased to press. On the other hand, too, the representatives 
of the British industry had declined to be a party any longer 
to a wasteful and unsound arrangement. It had, accordmgly, 
to be scrapped. 


Continuance of * Preference mthin Protection * for Galvanized Sheet 

The Tariff Board, however, retained the system of differ- 
ential duties in its proposals for the protective duties on 
plvanizcd sheet It argued that that system as embodied 
in the Steel Industry (Protection) Act, 1927, had worked quite 
smootlily and it saw, therefore, no reason to consider any 
change in this ^ 

The Tariff Board used much the same method as the Ottawa 
dclcgaUon adopted for fixing the duties on sheet imported 
from tlic United Kingdom and tlie Continent. The fair 
selling price for poit of galvanized sheet in India was 
estimated by it at Rs. 170 a ton. The measure of protection 
iccommcndcd for the Indian industry against the United 
Kingdom and continental imports respectively was Rs 10 
and Rs 40 a ton, on tlic basis of a landed price without duty 
«iual to Rs. 160 a ton for the United Kingdom sheet, and 
Rs 130 a ton for continental sheet. 


dJTcrcntud duties x^ere nexer apphet 
,u to^Iu' 53 Asi«mc„i mppfc 
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Under ordinaiy conditions^ the Board explains, it would have 
been inclined in estunating the measure of protection to adopt 
the method which it gen^ral^ used, namely to estimate the 
current market prices of imports, in this case by allowing for 
the variation in the price of spdter since the earlier half of 
1932** On this basis, ‘the United Kingdom prices would 
be almost the same as continental prices and there would 
be no scope for differential duties * : a uniform rate of Rs. 40 
per ton may have been appH^ to all imported sheets. Under 
orihnary conditions, .of course, the Board would have been 
guided solely by the principles of discriminating protection. 
With a view, however, to maintaining as for as possible, the 
Ottawa ‘ principle of reciprocity *, the Tariff Board recom- 
mended a lowering of the duty on British sheet to Rs. 10 per 
ton, Rs. 30 per ton of sheet being ‘ the preference granted 
under our proposals on galvanized sheet *.* 

Reciprocity versus Discrirntnadng Protection 

Now, however desirable it might be to maintain the principle 
of reciprocity, two rates so different in amount as that which 
would have been ordinarily adopted by the Tariff Board, 
namely Rs. 40 a ton, and that deducible &om the cost figure 
of the Indian Delegation, i.e. Rs. 10 a ton, could not both be 
equally suitable measures of protection for the Tudian industry. 
App^ently, considerations of reciprocity outweighed the 
requirements of discriminating protection. The Board, how- 
ever, sought to give the British manufacturer a * definite 

advantage , * consistently with the interests of the Indian 
mdustry *. 


Objections to the Equalization Principle of Tanff-mahng 

As has been observed in the last chapter, the principle of 
equalizmg costs of production, i.e. of equalizing the fair selling 
pnce m India with the ‘reasonable' costs of, the British 


bewi^at tw adopting such a procedure would probably have 

had been httle (of sted products other than galvanized sheet) Acre 

Vnite-ei return for ’ this preference the Board suggested that the 
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manufacturer, is very difficult to apply in practice.* It is 
not a reflection on the capacity of the Indian Delegation to 
say that they were not adequately equipped for securing a 
predse application of the principle. Again, it is not known 
what measures they took to ascertain the accuracy of the 
estimate of reasonable costs of tiie British mdustry supplied 
to them. 

The equalization method is aj^o open to objection on another 
ground : there has been a tendency since the War for export 
prices of manufactured goods to remam persistently bdow 
home prices.® The requisite degree of protection is thus likely 
to be underestimated on the basis of home prices in another 
country — could such prices be ascertained — ^rather than of 
the actual import prices of manufactured exports. 


Inconsistent^ of the Tariff Board 

The Indian Delegation made it clear that the scheme of 
duties recommended by them — on which too the scheme 
of the Tariff Board was based — ^was not uninfluenced by their 
desire in view of the then conditions, to mitigate the state 
of over-capacity in the world’s steel industry, through dis- 
couraging the setting up of fresh plant in the United Kingdom 
and India.^ They had further afi&med their faith in the efficacy 
of industrial co-opcration as at least a partial solvent of a 
bad situation. In this context, the Indian Delegation were 


* In {estimon> bcTotc a Sub^onmuUee of the Comnuttec on Ways and Means 
or the of Representau\es, yand Congress, Second Session, m January 

« 933 * the Hon rhomns W Page of the United States Tanff Commission said 
tint the authonzing of the TanfT Gonunission to make compaxttons between 
our domestic cost, which we can wmeumes esumate with reasonable accuracy, 
and the pnee at which imports arc brought to this country m very substanual 
quantities might be a better entenon for fixing a duty than the futtle attempt 
CO compire foreign with domestic costs of production ’ —flbme Htanngs on EqualJa- 
I nrfTanffDultes CompmaUw; f«r Depreaatim 9 f Forngn Cwrenats, p noo. 
quoted in J G Snwth, Ixoifl— tc P/onrirc «rd Tenff, 1934, p loi 

cl Berui Ohlin, ln*tntgiorr! end InlmaliotM Trade, 1033,0 aqa • ‘The 
.nmhor 5 imprraton u tint, at least smee the W,w, a substantial part of inter- 
i'^ mmufoctured gi^, but not in raw matcmls or fSS, has been 
* 1 1®"" >n /oreign than m home markets ’ This vumS 
umKurJd ***' geographical pnee formation of 

^ "e had been unnblc to «ich agreement the almost inrattM.. 
nwt |n\e Iven the erectio i of new iron and «ed furnaces in the Umted Ktnodnm 
”i.d the aeeeVnied afibluhmcni o^nddiuond calv-mized sheet Sint ^ 

from 
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more consistent in their recommendation for the introduction 
of differentiation into the tariff on galvanized sheet than the 
Tariff Board of 1934, which declared itself unable to agree 
to a policy of industrial co-operation between the United 
Kingdom and Indian steel industries/ 

The Iron and Steel Duties Act, 

The system of differential duties embodied in the Act of 
1927 was continued in the Iron and Steel Duties Act, 1934. 
The following table shows the duties recommended by the 
Tariff Board of 1926, the existing duties at the time the Tariff 
Board of 1934 reported, the duties proposed by the latter, 
and the duties levied under the Act of 1934. 

I 

Table XLVI 


Differential Protective Duties on Different Classes of Steel Imports stnee igs6 



Glass of steel 

Duties 
recom- 
mended by 
the Board 
migsG 

Specific 
duties 
until X 
November 

1934 

Duties 
estimated 
by die 
Board m 

1934 

Dutia 
leviea 
under 
the Act of 
J934 



Rs perton 

Rs. per ton 

Rs per ton 

Rs per ton 

Rails 

■1 , 

i 6 i 

Nil 

Nil 

Fishplates . 1 

Structurals . 

7i 

Nil 

Nil 

e 

(*) 

1 Umted Kingdom (tested) 

19 

23i 

NU 

10 

BaS’ 

1 Gontmental (untested) 

30 

37i 

43 

43 


1 Umted Kingdom (tested) 

s 6 

32i 

10 

10 

( 8 ) Continental (untested) 

37 

46 i 

39 

39 


\ Umted Km^om (tested) 

80 

25 

Nil 

10 

(aj 

Bl^ 

1 Gontmental (untested) 

1: sheets . 

36 

45 

25 

25 


1 Umted Kmgdom (tested) 

1 Gontmentar(imtested) 
anized sheet • 

I Umted Kmgdom (tested) 

35 

43f 

II 

II 

Galv 

59 

73i 

32 

32 


3 ® 

53 


10 

(a 

1 Gontmental (untested) 

38 

83 


40 

Sleepers 

10 

*aj 


Nil 


A substantial all-round reduction in the level of protective 
duties took place at the same time as the differential margins 
in favour of the United Kmgdom were appreciably increased in 
the case of structurals and bars, and plates. In return for 

^ See the following section 











PREFERENCE MTHIN PROTECTION 179 

the benefits thus conferred on United Kingdom trade, His 
Majesty’s Government agreed to continue the &ee entry of 
Indian pig-iron mto the United Kingdom/ 


6. Imperial Industrial Go-operation : The Balance 
Sheet in Regard to Iron and Steel 

(a) Advantages Received 


Exports of Pig-iron 

The benefit derived by India m return for the substantial 
preference on galvamzed sheet and differential treatment 
of otiier United Kingdom steel products may be considered 
first 

The followmg table gives the exports of pig-iron from India 
to the United Kingdom and other countries 


Table XLVII 
Exports qf Ptg-tron from India 
(x,ooo tons) 


To 

igaS-gji 929-30 

X 930-1 

B 


B 


* 935-6 

*936-7 

* 937-8 

United 
Kingdom 
Japin 
Total 
Percen- ! 

6 

i 

7 » 

§9 

69 

76 

93 

g8 

66 

182 

242 

354 


i6x 

x88 

7 * 

X84 

246 

398 

306 

3*2 

449 

569 

439 

35 « 

2x8 

378 

4*7 

538 

574 

629 

tage to 
United 
Kingdom 

t 

I 

s \ 

i 

35 


S3 5 

xs 

3S 

SB 


Until 1933-6 there was no noticeable improvement in the 
Indian exports of pig-iron to the Umted Kingdom. In 
*936-7 such exports registered a phenoirfenal increase to 
nearly double die record level of 1 930-1 or 1934-5 The 
proportoou of Indian exports taken by die United Kingdom 
impro\cd from 20 per cent in 1931-2 to 32 per cent in 1936-7 

ONcri?if^ pig-iron into die Umted Kingdom are shown 


A-iyr— \ ^ '* 3* Terms of tlw Iron and Sted 
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Table XLVIII 


Imports of Ptg-tron into the UmUd Kingdom 
(x,ooo tom) 


tan 

1989 

*930 

*93* 

193a 

*933 

*934 

*935 

*936 

*937 

India 

s8 

is6 


83 

81 

XIO 

67 

*44 


Total 

India, per 

182 

891 

*35 

93 

xsG 

84 

247 

645 

cent 

Production 
(thousands of 

S3 

43 

'7 

61 

S 9 


80 

58 

33 

metnetons). 


6,ag8 

3)833 

3)83* 

4,802 

6,065 

6,527 

1 

7)045 

8,633 


By 1934, imports from India had received some stimulus 
and their rdlalive share of the total imports had considerably 
gone up. The gap created by the decline in foreign imports 
had, however, been made up* mostly by increased home 
production, which went up from 3,631,000 tons in 1932 
6»527 jOOO tons in 1935.* 

In 1936 imports from India surpassed all previous recor^. 
But home production also showed a big increase. In spite 
of this, the demand in the United Kingdom outstripped the 
supply within the United Kingdom and other Empire coun- 
tries. The 33^ per cent duty made outside purchases un- 
profitable With effect from 3 March 1937, pig-iroti was 
added to the free list * From that date the differential 
advantage of the free entry of Indian pig-iron disappeared. 


{b) Advantages Offered 

Imports of SUel 

The following table shows the changes in the relative 
importance of the United Kingdom as a source of supply 
of iron and steel for the Indian market for a number of ye^ 
and affords some idea of the advantage of the differential 
duties to the United Kingdom exporter. 

* Contrary to the expectations of the Indian Delegation . . 

a The statement m Uie first Departmental RejHrrt that ‘ India has been able 
to capture the Umted Kingdom market from foreign countnes ’ was incorrect 
S Import Duties Order, Exemption No. 4, 1937 With effect from the 
date, Additional Import Duties Order, 1937, provided for the reduction of duty 
from so per cent to 10 per cent on consi^iments of iron and sted prowett 
imported with a quota certificate and cotificates of ongm {Board of Tram 
Jawmali i April 1937). 
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Table XLIX 

In^orts of Iron and Steel tnto India 


(i,ooo tons) 


From 

1926-7 

1927-8 

1928-9 

1929-30 

*932-3 

1933-4 

*934-5 

*935-6 

*936-7 

*937-8 

United 

Kingdom 

406 

685 

650 

486 


166 

182 

2*5 

165 

168 

Total 

Fercen- 

845 

■t|X97 

1,170 

973 

326 

329 

370 

449 

363 

372 

tage 

4®*/ 

57 s 

55 5 

^9 

43 

505 

^9 * 

47 9 

45‘5 

45 ’S 


There was a marked increase from 48 to 57 per cent in the 
proportion of imports derived from the United Kingdom 
in the first year of the differential duties introduced by the 
Act of 1927.* Intense continental competition reduced 
the United Kingdom share by 1932-3 to 43 per cent From 
January 1933 there was an important addition to tihe scheme 
of differential duties in the form of preference on galvanized 
sheet. Preference was also introduced from i January 1933, 
on certain unprotected classes of iron and steel by the Indian 
Tariff (Ottawa Agreement) Amendment Act, 1938. As a 
result, in 1933-4, the United Kingdom share again increased 
appreciably to 50^ per cent. There has been a relative 
recession since that year, in spite of the increased differential 
margins in favour of the United Edngdom on structurals, 
bars and plates by the Iron and Steel Duties Act Actual 
imports fiom the Umted ELingdom showed a substantial 
increase up to 1935-6, but reverted later to the level of 1933-4 

The table overleaf gives the imports of galvanized sheet 
into India during the past few years. 

Tlic United Kingdom improv<^ her position m terms of tiie 
quantity as well as the value of imports until 1934-5 The 


Ind remarked m thar Report that the dificrenUal duties 

o of a higher percentage of British steel (p 33) 
y... Corbett adduces sinking evidence of the I^nefit of difTeKt^^l 

K»r ™ wav an i\crii;c .’innu'd increase of ns much as 117000 to« 

»’>»' rcmammJ^03,ooo 

V > l»nti«»i strei, reptseniing an incrcxv- of 14a oer cent on ihr 

1^0,. ,h. 












z 82 


INDIA AND IMPERIAL PREFERENCE 


Tabxx L 

Imports of Galoamzfid Sheet into India 
(1,000 tons) 


From 

1938-3 

1933-4 

1934-5 

1935-6 

1936-7 

1937-8 

Umted 

50 (87) 

mm 

53 (100) 

56 (loa) 


s6 (54) 

Kingdom 

Total 

73 (las) 


59 (ill) 

73 (130) 

mS 

43 (97) 


(Figures in brackets give value of imports in lakhs of rupees ) 


improvement was substantial relativdy in i933“4> 
preference was first introduced. 

In regard to the other differential duties granted m 1927 
and continued and enlarged by Ihe Act of 1934, His Majesty’s 
Senior Trade Commissioner in India stated in his 
for 1933-4 that ‘ it is estimated that a very considerable pro- 
portion of the trade formerly supplied by the Continent will 
be diverted to works in the United Kingdom * (p. 88). 'Hie 
forecast was borne out in the BUport for 1935-6 J ‘ the United 
Kingdom share has increased under almost every ^ item, 
largely due to the effect of the differential duties vis-^-vis 
foreign suppliers ’ (p. 156). 

Industrial Co-op&ratiun 

The substantial differential tariff margins accorded to the 
Umted Kingdom are partly in furtherance of the policy of 
industrial co-operation between the two countries. In the 
case of galvanized sheet the preference was granted avowedly 
with a view to fostering the spirit of reciprocity. In other 
cases too this consideration may have played a more indirect 
part in the determination of the duties. 

Far-reaching proposals for industrial co-operation in respect 
of the iron and steel industry were, indeed, put forward by 
the United Kingdom Steel Delegation in terms of the broad 
policy of the United Kingdom National Federation of Iron 
and Steel Manufacturers. 

The Federation recognized that the Indian industry should 
have the first claim on the Indian market to the full extent 
of the whole of its output. They proposed that the balance 
of the Indian market for both tested and untested steel should 
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be supplied by the steel industry in the United Kingdom at 
prices corresponding to the fair selling pnees fixed for the 
Indian industry.* 

The Tariff Board reviewed these tentative proposals £rom 
the point of view of the Indian industry and Indian con- 
sumer. Any agreement, it observed, should provide for 
the progressive development of the Indian mdustiy either by 
die expansion of the existing works, or by the erection of other 
works including re-rolling milk. But * to make the necessary 
provision for this in a workable manner in die Agreement 
may present greater difiiculties than is imagined’ As 
regards the interests of the consumer too, the Board had 
apprehensions that the prices might be raised to his detriment.^ 
Again, there can hardly be much difierence of opinion as to 
the effect of such proposals on the Government revenues. 
Of galvanized sheet alone the average imports from the United 
Kingdom dunng the years 1933-4 to 1935-6 were Rs. 99 lakhs. 
The annual loss of revenue involved during the same period 
by the reduction of duty on imports firom the Umted Kingdom 
may be estimated at Rs. 15 lakhs ^ This is approximately 
the measure of subsidy granted to the United Kingdom 
manufactuier of galvanized sheet 


fundarmntal Considerations 


At this stage of the examination of Imperial industrial 
co-operation in relation to steel, certain fundamental con- 
siderations present themselves. India is the cheapest large- 
scale producer of pig-iron in the world. She owes her ability 
to export pig-iron at low prices ultimately to the unique natural 
advantages enjoyed by her in this line of manufacture. She 
las excellent iron ore, abundant supplies of coal in close 


3 /aAot Tanff Board on the Iron and Sfeel Indiutn, 1934, p. 60 

5 ri, *1*^ ^ Chapter VIII, 3 its* y ^ 

after the method adopted by the Tanff Board 
tr ^ imporu dunng tlie three years, 1933-4 to 1935-6, 

on difTerencc 30 per ton) bet^\een the duly ^^hull ^as 

uaKSl oi nimcly Rs 40 per ton (and ^^h.ch youlS hnxc been 

im|»rts under ordin.iry conditions) and the rate .'ictualK 

« ^umo 7hM *1“^****' o^cistntcs xbl loss, ho^^e^er, smS 

«hry acto-lK vyw the United Kingdom %\ould have been what 


t 
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proximity, and good supplies of necessary raw matexials, 
e.g. limestone, magnesite and manganese. Her pig-iron 
needs no protection and any surplus produced above her own 
requirements for the production of steel can be readily 
marketed abroad. As the Indian Trade Commissioner in 
London observed in his Report for 1932-3 (Section I), 
Indian pig-iron is much appreciated in overseas markets, 
wherever local products are not too heavily protected, because 
of its combining to a singularly successful degree both quality 
' and cheapness.’ It was, indeed, the possession of such natural 
advantages and the belief that at no very remote date the Indian 
steel industry would be able to hold its own against world 
competition without State assistance that was held to justify 
its protection. 

On the other hand, no doubt, India suffers from certain 
disadvantages in the processes of conversion of pig-iron into 
steel, among the more important of them being the high cost 
of capital, and of skilled, supervisory, technical and manual 
labom, and the necessity of importing plant and machinery. 

Despite these disadvantages the industry enjoys at preset 
only moderate protection * It is well-nigh fulfilling the third 
condition of the Indian Fiscal Commission. It almost stands 
on its own legs. The sted industry is, indeed, one of India’s 
most promising and progressive industries.* 

Precisdy for these reasons, however, there appears limited 
scope for any practical scheme of industrial co-operation by 
partitioning the Indian market between an organization of 
British interests and the Indian industry. 


* * It IS reasonable to suggest that Uie protection which we now propoM f ^ 

Indian sted industry may be r^arded as in the nature of an antwirnp & 
provision rather than as a measure of substantive protection * — Report of oie ■*« 
Tirnff Board on the Iron and Steel Industry, 1934, p 58 , j 

* cf 6 E Hubbvd, Eastern Industnalvsflhon and its ^ect on the Way 

edition, 1938, p 393 : * m the future India may bccwnc one ot «« , 

expoxtezs — not flie greatest eiqporter m the world — of certdn types oi iron 
stra products ’ 



Chapter X 

THE FUTURE OUTLOOK 

1. Commercial and Industrial Foucy 

It is possible now to take a comprehennve view of India’s 
foreign trade position as a whole, to set forth some of the 
conclusions suggested by the survey in the foregoing pages, 
and to indicate the broad lines of a commercial pohey most 
suited to the economic needs of country. 

Co-ordmatton of Commercial and Industrial Foli^ 

The very first observation that is suggested on a general 
review of commercial policy as a whole refers to the need 
for the establishment of some real co-ordination between that 
policy and other aspects of the general economic policy of the 
countrj'. Tlie policies rdatmg to the three main branches of 
India’s economic hfe — ^agriculture, industry and trade — 
should be fitted into one another as closely related parts of a 
well-proportioned whole. Thdr mutual relations should be 
clearly defined and articulated and duly kept in view in 
formulating an advance in one direction or the other. In 
particular, the bearing of developments m commercial policy 
on the present and future position of Indian industries should 
be kept under close observation. Care should be taken to 
ensure that encouragement of trade and agriculture does not 
unduly impair the interests of industry. 

This, ho\% ever, appears to present a somewhat artificial 
antitlicsis For, the interests of agriculture and industry 
arc not mutually incompatible. They are complementary, 
and ultimately identical. Both stand to gam by the advance 
of each. 

All the same, the immediate problem of commercial policy 

to impart some decisive stimulus to agricultural exports, 
and preoccupation xvitli its solution should not obscure the 
important objcctitc of ccononuc advance in India— the 
<le\clopmcut of a duly balanced economy. 
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For, Indeed, while they improve the economic position of 
agricidtural countries as producers of foodstuffs and raw 
materials, the systems of preferences and preferential quotas 
established by die Ottawa Agreements and by most bilateral 
treaties, cannot be said to favour the industrial growth of the 
countries supplying agricultural commodities.*' ‘ All these 
measures, though they certainly improved to a larger or stwallpr 
extent die economic position of the agricultural countries 
concerned, did not offer a satisfactory and permanent solution 
of their economic problenM. The recovery still rested on 
precarious foundations, and if^ at the best, the immediate 
situation was improved, the roots of the problem, which he 
in the one-sided development of the agricultural countries, 
remained untouched. Apart from palliatives, there wels and 
is only one way by which the so-called agricultural countries 
can hold their own in a world in which their natural and 
essential counterparts — the industrial countries — insist upon 
being agricultural countries as well : that solution lies in 
industrialization, which can eventually make them economic- 
ally more self-supporting *® 

Industrial Policy 

The first point, then, about the correlation of India’s com- 
mercial pohcy with her industrial policy is that die latter is 
very inadequately developed, far less courageously pursued. 
At present the attitude of the State towards the development 
of industries, particularly large-scale industries, is in the main 
passive. The State o^y seeks to ensure that whatever 
industrial development takes place is orderly, sound and 
rational.^ That is an essential and useful function. But 
its ^ercise calls for litde direct initiative on the State’s part. 
This relation of the State to industry hardly conforms with the 
modem view of what it ought to be in a backward country.® 
1936 Institute of Agnculture, Rome The World Agneultural Sttuaim, 

* ibid , pp 10-11 

3 Engj^h theones as to the appropnate linuts of the State’s activities arc 
inapplicable to India . Wc are agreed therefore that there must be a definite 
wange of view : and that the Government must admit and shoulder responsi- 
DUity for nurmeriM the industnal development of the country Though there 
^ senous difficulties they are not insuperable , but they will be overcome only 
3 “e Stete comes forward boldly as gmde and helper Report on Mtan Con- 
stttuhonal Rtformst 1918, pp. an, 213 
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The State should not only await appeals for assistance from 
industries which arc already established and organized. As 
a first step it may cause an extensive investigation to be ^ 
conducted into the industrial possibilities of various parts 
of the country, to discover industries that arc * reasonably 
assured of sound opportunities of success*. No less an 
authority than Sir Arthur Salter has pointed out how * a careful 
plan based on India’s resources and opportunities, which would 
forecast India’s natural development of industries in an order 
of priority and in doing so indicate the directions in which 
State encouragement can be extended to the best advantage 
and with the least harm, would be of the greatest value.^ One 
of the most important problems which he envisages for the 
Economic Advisory Organization proposed by him is that 
' of drawing up in main outline a general plan of India’s 
economic and industrial devdopment in the next few decades, 
as some guide to the direction of State policy ’.* 


Inicnmiional and Natimal * Planning * 

Reference to the problem outlined above is pertinent at 
this point because ’planning’ has been recommended for 
the fordgn trade of the country,* Now, whatever the merits 
of such international planning, it is necessary to observe 
that the planned development of external economic rdations 
must accompany, if not follow, internal economic * planmng * * 


• 1 Sfheme for an Umomte At^nsoiy OrgattiioUon in India, 1931, p 9 
^ ibid f p 38 Sclictncs for industriid surveys have since been projected by 
wmc prOMtirnl Go\emmcnts 

s Mr rormer Indnn Trade Commissioner m London in hu Jleport 

for 11)39-3, charactrnred the cxcliamjc of preferences with the United Kingdom 
•w a mexMire of * cooperative planning’ in tlie international sphere Bilateral 
irxdf treY‘« ««« countnes may aho be similarl> described 

;***d Qiintem*!! planning envisaged here was indicated n few vesirs nco 
in the foilow'ing terms ' ® 

economic planing, to put 11 m general terms, means or should 
mem (in tlw case oflndia), in the first place, an intelligent survev of the economic 
i^ources of the rounio, tctuil and potcnual—resourccs broadly of agncultural 

n'* nunenl pr^u^ , of labour and of capital , ofindmtnal abihtv 
aad-liH orijiowlcdpc of technique and eapaaiv forWerent tvaies of organim- 

« I ■'cnculture, handicTiSs an? latgc- 

icalr ndi-'tnrs, their methods and thrir organiration , recondlv, an intcllSnt 

I-T *1^ * '*’ profinablc divelopmcni as well as imclligent 

^''lonal planning implies the prc^cnption of a 

t r ri pcxtulates further the provision of 

, ir tiaehin'"\ ft*' lie attainment th**t end ’ — Irdmn “tejTrri af 

Aptil IC.3S. Bi) article on * Tlic Thcon and Problems of IniOTiuonal Trade ’ * 
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The problem of India’s foreign trade is a vital part of the more 
general problem of her economic and industrial development 
and can be treated properly only as such. Again, foreign 
trade is only a means to the solution of the general problem 
of finding wider markets and better prices for the products 
of Indian agriculture. But these markets may be external 
or internal. Commercial policy* mainly fixes its attention on 
enlarging the external sources of demand for Indian products : 
industrial expansion might do within the country what 
commercial policy seeks to do abroad. 

Besides, it must be remembered that preference is at best a 
subsidiary aid for the development of e2q)ort markets. It is an 
artificial shelter in the market of ano&er country based on 
unequal competition. It must not, therefore, be allowed to 
distract attention from the cardinal objective of safeguarding 
and promotmg efficiency, economy and quality in agri- 
cultural production and marketmg :* these ^one can ensure 
lasting improvement in the position of India’s export trade. 
And they are essential elements of any ‘plan* of internal 
economic development 

Nor should another primary fact be ignored. India must 
import in order to be able to export. Foreign trade is a 
two-way traffic : its reciprocal character is fundamental. It 
is one of the besetting faUaaes of popular belief in India that 
imports are an evil and any action tendmg to reduce them is 
good. It is true that they point to lacunae — often important 
— ^in the economic system of the country, but a thorough-going 
policy of excluding imports is not the most efficient means of 
filling the lacunae. Besides, it is through the purchasing power 

* Gommeraal pohcy is a wide tcnn In the case of any country, it broadly 

ramprehends, in the first place, the pohcy regulating the relation between its 
internal and the international economy, or the kmd, the degree and means of 
control over the movements of trade, by means of tariffs and other regulative 
instruments It refers, secondly, to the basis of uniformity in the cuffeting 
rdations of its mtemal economy to the several units of international economy 
The two aspects are generally dosdy interrdated The general question of free 
or freer trade tersus protection or l^her protection bdongs to the first aspect , 
such matters as the most-favoured-nation dause, reaproaty and bilateralism 
fall withm the second aspect It is mainly m its second aspect that reference is 
made to commercial policv m the pages tnat follow , 

* The Indian Trade Commissioner m Section I of his Report for 1932-3 observed 
that ‘ where India loses ground is not through any detenoration m her existing 
standards but through fiulure to improve Uiem as rapidly and as consistently 
as her rivals are improving theirs’. 
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created by imports abroad that the demand for escorts becomes 
cfTcclive. But, above all, imports represent the payment for 
exports which prevents the latter from bdng a free gift to 
foreign countries 

Constitutional Aspects of National Economic Development 

To resume the reference to industrial policy, under the 
Government of India Act, 1935, the ‘ devdopment of 
industries * is a subject for pro^dncial legislation and regula- 
tion, excepting *the development of certain industries’ in 
icspcct of which ‘ development under Federal control is 
declared by Federal law to be expedient in the public interest * .* 
It would clearly be advisable in the interests of concerted 
development to have an Inter-Provinaal Industrial Council 
composed of the provincial Ministers in charge of industries 
and die heads of the industries departments to meet from time 
to time, besides a permanent Industrial Intelligence Bureau, 
apart from the existing Industrial Research Institute, to 
serve as a clearing house of information in regard to industrial 
production and marketing. It would be of importance, 
moreover, to see that the provirion relating to Federal control 
of industries of mter-provmcial and all-India importance is 
actively enforced, and that the Federal Government take the 
initiative in planning inquiries of a broader and more funda- 
mental kind and devote special attention to ‘ co-ordinating 
tlic difTcrent aspects of pubhc pohey in relation to economic 
development of the country, agriculture, industry, mining, 
Uan^port, banking, internal commerce, foreign trade, etc*,* 
so far as postiblc under the present constitutional division of 
powers and functions.^ 


s. 


The Interxatiokal Trade Outlook 

A reference has been made in the last section to certain 
fundamental and related aspects of commcrdal policy. The 

Lut, item 34, nncl Provincial LeguH. 
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outlook in regard to international trade and trade policies 
may now be briefly reviewed. In the next section the general 
lines of a commercial policy most suited to Indian conditions 
will be indicated. 

Decline in Trade and Increase of Control 

The period of the Great Depression (1929-33) and sub- 
sequent Recovery (1933-7) witnessed two important 
changes in the field of international trade : (i) marked 
retreat from international economic co-operation with a 
great reduction in the volume and much more in the 
value of international trade and transactions, and a 
corresponding relative mcrease in the importance of 
home trade and transactions (2) marked shifts in the 
channels of international trade through a regrouping of 
trade relations among nations brought about by deliberate 
policies of trade control. 

A study of the mechanism of trade restriction and control 
shows that its traditional forms, tarifls in particular, have 
come to play a relatively subordinate part beside the much 
more effective devices like quotas, exchange regulation, , 
discriminating bilateral compensation and clearing agreements. 
As a result, tilie complex and flexible fabric of multangular 
trade has been seriously undermined and the principle of 
equality of treatment considerably impaired. 

This description has, however, been applicable more par- 
ticularly to the European and South Amencan countnes. 
Over a large part of the world consisting of the sterling group 
of countries and the United States, which together have 
accounted for half the world trade, trade has continued largely 
unrestricted by quotas or exchange control, often triangular 
and able to eiqiand, with the most-favoured-nation clause 
fully applicable,^ though tarifls have, in general, been higher 
than before.® 

' During the later part of the penod when the depression was hfhng, Bn 
appreaable expansion in international trade occurred (see above Chapter II* 
Recovery in trade, however, lagged behind recovery of production 

* League of Nations Economic Committee Equality of Treatment tn the Praent 
State of International Commeraal Relations The Most-Favoured-Nation Clause, 1930 

3 Over the world as a whole tariffs still remam the most important form of 
hmdrance to trade 
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Freer Trade 

The need for a larger freedom of trade requires no stressmg. 

It IS necessary to appreciate the real obstacles in the path. 
Besides the general disequilibrium in economic conditions, 
die dislocation of the normal machinery of trade, and the 
intiaclable problem of secunng foreign exchange for wsenti^ 
supplies from abroad, strategic, political and sentimental 
motives have mingled in the chdve towards s^-sufRciency 
and economic independence And now tiie major obstacles 
to tiadc no longer retain thdr character of crisis measures. 
TJicy have become parts of a more or less permanent apparatus 
for tlic regulation and redirection of international trade 
The resulting increase in cost of living levds is accepted as the 
necessary price of real or fancied economic security 
The gathering movement of internal economic recovery in 
all countries until the recent recession furnished at once the 
need for greater freedom and the opportunity to remove the 
extreme foims of restriction. The nucleus of international 
co-operation in currency matters brought into being by the 
Tnpaititc Currency Agreement, however, failed to develop 
into more general co-operation in the economic sphere All 
the same, opinion in favour of freer trade gained way, and 
some small steps were taken in the direction. Among the 
more important recent events in tlic movement have been the 
resolution of the League Assembly in September 1936 com- 
mending the Tripartite Agreement and exhorting the nations 
of tlic world to relax quotas and exchange controls and promote 
international trade ; tlic approval by a meeting of the Inter- 
national Chamber of Commerce in Paris in the autumn of 
1936 of a plan prepared by a group of economists, suggesting 
piactical measures for the removal of trade restrictions ; 
the signing in May 1937 of the Oslo Convention by Belgium, 
Luvembourg, the Netlicrlands, Sweden, Norivay, Denmark and 
Finland for tlic abolition of certain quotas and the halting 
of tanft' increases ; the investigation by M. Van Zeeland, 
Belgian Prime Minister, at the instance of tiic British and French 
Goveinments. of Uic icquisitc first steps towards freer trade, 
and Ins HtpoU on the same.' But Uic real tone of the 

' n - Wrv-/ to I! ■uni 1 cu-cuc »nd \crv tudtil cummin of die \inous steps 
ith ftv i iimr to tir.e lieen cons'dered as means of rcstonng greater 
frrrd'’ n critical concluvons 
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international situation is characteristically revealed by the 
reception that the publication of the Van ^eeland Report met. 
The Report was generally commended as a valuable, but put 
aside as an impracticable, document ! 

Indeed, the extreme uncertainty of the political outlook 
and the constant scare of war dominate the intim iatioTia^l 
pictme. The talk of freer trade among nations feverishly 
putting up mihtary as well as economic defences sounds 
unreal ! 

An investigation of the most fruitful methods of returning 
to freer trade cannot be es^ected to bear results in the absence 
of &e will to freer trade. It has some utility, however, as 
indicating what limited scope for progress exists amid a 
generally unpromising situation. 

Methods of Tariff Reduction^ 

"^e possible alternatives are (t) autonomous or unilateral 
action on the part of individual Governments, (2) bilateral 
negotiations, (3) collective agreements among groups of 
Governments, (4) a general agreement arrived atm conference. 
The first and last methods are ruled out in the prevailing 
temper of the world. 

Reciprocal bilateral treaties or exclusive mutual concessions, 
which are the present Ime of commercial policy, may effect 
small breaches m the barriers to trade and offer limi ted 
openings in definite directions, but they can do little more 
than tinker with the major obstacles, and doubtless distort 
the normal courses of commerce. A larger measure of success 
has attended the method being followed by the United States 
of effecting tariff reductions by generalizing under the most- 
favoured-nation clause concessions made in bilateral treaties. 


Low Tariff Groups 

But a policy that offers a still more pro mising prospect of 
return to comparative freedom of international trade is that of 
collective or regional agreemrats among groups of countries. 

^ “ quoto and occhange allocations are concerned} the only means of 
improyu^ th^, short of abolition, that may be suggested is to make them more 
or protective ^ so far as they must be), and less of discnmmatory devices Of 
course, some degree of discnmmaUon is inherent m their nature 
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The way to the conclusion of such low tariff or freer trade 
agreements is, however, barred by a stnct interpretation of the 
most-&voured-na1ion dause, wbidi requires ihe extension 
lx) non-partiapaling countries of benefits redprocally exchanged 
among parties to such an agreement. The Oslo Convention 
conduded in May 1937 had to be given up a year later largdy 
due to the same reason. 

The problem of the exceptions that mi^t be allowed in 
order to make the application of the most-favoured-nation 
clause more dastic and better suited to present conditions was 
studied by tiie Sub-commission on Gommerdal Policy of 
the Monetary and Economic Conference hdd m London 


in 1933. The Sub-commission recommended an extension 
of the scope of exceptions to the operation of the dause to 
indude * an exception in fiivour of collective conventions 
for the reduction of economic barriers open to all countries 
An exception to the most-favoured-nation dause may then be 
recognized m the case of preferential agreements designed for 
tnutual tanfif reductions tmder defined conditions w^ch are 
open to all countries to join on the same or similar terms * 
An illu^ation of such, an s^eement is afforded by the 
Gommerdal Treaty conduded at Ouchy between Holland 
and Luxembomg in 1932, which provided for a reduction 
of 10 per cent in the tarifis of the two countries against 
other every year for five years, or 50 per cent in all, and 
offered the benefit and obhgations to any other country 
that cared to adhere to these conditions. At the Seventh 
International Conference of the American States hdd at 
Montevideo in December 1933, a resolution was approved 
m favour of a general convention under which signatory 
parties promised to re&ain from invoking m their rdations 
\nth one another the obhgations of the most-&voured-nation 
clause in order to obtain the benefits of certain types of general 


f me tYuimmy am aamomie \jomennu, iQQa, n an 
ication suggested here, there a htfle to o^obei^ 
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multilateral economic agreements. The declared purpose 
of this general convention is to encourage the use of multi- 
lateral agreements as instruments of international and 
economic progress.* 


Bdateralf Unconditional Most^Favoured-Naiion Agreements 

‘ The policy set forth above in its elements furnishes a bolder 
line of attack on the problem than bilateral pacts. But it 
postulates a greater degree of agreement than appears to be 
forthcoming at present. In spite of their limitations, therefore, 
bilateral agreements provide an immediately more practical 
instrument for the promotion of freer trade, particularly so if 
the practice of generalizing concessions, reciprocally exchanged, 
to third countries under the unconditional most-favoured- 
nation clause were more widely adopted, and if substantive, 
as distinguished from formal bilaterahsm* ceased to be the 
aim of such agreements.^ 


The United Kingdom and Freer Trade 

So far, the United Kingdom has maintained a stiff attitude 
in regard to the modification suggested above in the scope 
of operation of the most-favoured-nation clause. It was, 
indeed, her insistence on a rigid mterpretation of her rights 
under the most-favoured-nation clause that led to the abandon- 
ment of the Ouchy Convention. A revision of the general 
attitude of the Umted Kingdom towards the clause in favour 
of agreements for lower tariffs open to all would go far to make 
the prospects of freer trade definitdy hopeful. The United 
Kingdom m fact may well take the lead in reversing the trend 

^ The Umted States signed it on 30 September 1934, and Uiereby set a com- 
mendable example for other nations to follow 

^ Substantive bilateralism refers to a policy of eq ualizing trade between two 
individual countries , formal bilateralism, to the practice recommended above 
of agreements between two parties under wlbch concessions mutually exchanged 
are extended to third parties under the imconditional most-favoured-nation 
clause A reference to the context should indicate m each case whether 
* bilateralism * or ' bilateral * is meant to be understood m the substantive or 
formal sense. 

3 The terms * reaEHxxaty ’ and * reciprocal * may have alternative meanings 
on a more or less si^ar basis They may refer to die exchange of equm or 
eqmvalent concessions, or merely to the fact of a two-sided transaction without 
mce measurement of the quantitites exchanged 
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which owes xio small part of its present momentum to the 
change in her fiscal pohey six years ago.* 

In concluding their brief survey of a normalization pio- 
gramme, the Economic Committee of the League of Nations 
wrote : * To give it the greatest chances of success^ any attempt 
at mtemational economic collaboration should be confined 
in the first place to a limited number of countries — namely 
those which have a decisive influence on the course of events 
both in the political and in the economic sphere.’* Thus, 
ihe country whose initiative above all others is necessary in 
promoting a move for fircer trade is the Umted Kingdom, 
though the United States should play a hardly less important 
role, and the active collaboration of France would be essential. 
The movement nught include from the start the democratic 
countries of the Baltic and Scandinavia, and might, as it 
spreads, permeate a few of the countries of the Balkan region, 
the economic satdlites of the three major States, the countries 
of the Bntidi and French Empires, and of tlie sterling area, 
and so on in a widening virtuous circle I 


Tiu Ottawa Agreements and Freer Trade 

In particular, what part can the countnes of the British 
Empire play to advance the cause of freer trade and peace ? 
What 18 the significance of the existmg Ottawa Agreements ? 
In what direction is a diange in them called for to adapt 
them to the requirements of the new situation ? 

The Ottawa Agreements concluded in 1932 made a big 
breach in the old system of equality of treatment in trade. 
Although the preferences are regarded as the internal affair 


* 93 * have had a wider reaction on 
mtemabcual trade than the pohey of any otiier country British pohey may have 
been justified m the areuimtances Bntam has it m her power now^to^Sea 

wmsptmd^Iy gr»t effect if she u prepared to move m the contrary direction ’ 

Centun, November 1936, artidc by Sir George Schus^ on ‘Some 

Sf ^ ^ S** Arthm Salter m a sperSm 

Ae House of Commons, quoted m Bemmtst, ag May 1937 ‘ I behewu is 

M. thM rf vK ^ utto .aoM the plra CtaM Sin liaSSt. to 
tode of the world, the ^ and importance of the British market . and 
Aen consider the cu m u l ative effects of Imperial preference with the rifwnmtnns 

* pp. at _ 
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of the Empire/ and the most-favoured-nation clause has not 
been formally infringed, they constitute in practice a vast 
extension of the network of discriminatory tariff systems 
between separate nations for all practical purposes, and have 
greatly handicapped the trade of foreign countries with die 
Empire.* 

The system of preferences embodied in the Ottawa Agree- 
ments has an important bearing on the demand of the dis- 
satisfied powers for the readjustment of colonial possessions. 
The Colonial problem was not so serious when all nations had 
equally free access to the sources of raw materials and the 
markets for the disposal of exports. The restrictive commercial 
policies of the present-day Empires^ lend point and piquancy 
to the grievance of the * have not * powers. For them the 
* open door * is now closed. Referring to the difficult foreign 
exchange position of the non-colonial countries like Germany 
and Italy in recent years, the Report on Raw Materials and 
Colonies of the Royal Institute of International Affairs observes 
that a * serious devdopment is the tendency towards exdusive 
trade agreements whether bilateral or multilateral. Of these 
the most important are probably the Ottawa Agreements 
between the United Kingdom, the British Dominions and 
India, particularly in so far as they involved raising the general 
tariffs in order to grant a preference. . . . Naturally the 
only objection to such agreements is their exdusiveness ; this 
criticism would not apply if these low tariff groups were in 
practice open to all countries to join.*+ The Economic 
Committee of the League of Nations in a report point to 
‘ a grave danger that intra-Imperial commerdal arrangements 
which are exdusive in form may constitute not merdy an 

* See Rtport of the Royal Commission on Trade Relations hetioeen Canada and the West 
IndteSf par 132, quoted in Gregory, op at , p 269 

^ cf Economist, i May 1937, p 950 . * Ottawa and the Bntish tanff together 
have constituted the greatest otetade erected against the trade of foreign countries 
since the crisis of 1929 ’ 

s The JtoUsh and French Empires mainly. The Amencan rdatioxis with Cuba, 
and Italy’s rdations with her ^ncan colomes are also on a preferential footmg. 
The Dutch Empire is a notable exception 

4 Royal Institute of International Affairs, Information Department Papers, 
No. 18, p 37 hfr Leonard Barnes m The Future of the Colomes, suggests that the 
Bntish Empire as a whole which together with other countnes Imked to sterling 
forms a vast econoxmc group, is in a pontion to give an effective lead to the world 
by forming an Empire low tanff group open to other countries to ]om on the same 
terms 
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impediment to the restoration of trade outside the area 
they cover, but also an impediment to a restoration of stable 
international relations They emphasize the necessity for the 
British Gkivemment, if they desire such a restoration, to make 
* certain changes in the policy in this respect 
There are two important suggestions for modihcations of 
the lines of the Ottawa Agreemmts which appear to command 
substantial support. Firstly, the agreements should be based 
not on a fixed amoimt of preference — which makes it impossible 
to reduce duties against foreign countries without at the same 
time reduemg duties on Empire goods — ^but on maximum 
duties on Empire goods, the Ime adopted by Canada m her 
new agreement with the United Kingdom* Secondly, the 
United Kingdom should establish an intermediate tariff 
which would enable her to extend a share of the benefits 
of preference to foreign countries pursumg a genuinely liberal 
commercial pohey, and, by assuming the obligations herself, 
to participate in the advantage of low tariff groups.^ 


The Prrferentud Rigime and the Colonial Empire 

Again, there appears to be a growing volume of dissatis- 
faction with the pohey of the * closed door * m the dependent 
Empire. The Rt Hon. Lord Lugard, British Member of 
the Per m anent Mandates Commission has es^ressed the 
opimon that provided the other Colomal powers are prepared 
to bear their share in the collective efiTort, Great Britam sbnnld 
revert once more to her traditional pohey of the open door 
m all her overseas territories^ The alternative is to tightt^n 


™ JSHwwmif*, i May 1937, artide on ' The Empire and World 

reLSv persuade the Austrahan Delegation which 

United Kingdom to agree to this pnnaple 
This su^eshm was made m Beanonmt, i May 1037, and was later stressed 
^ Federation o?bS Industnes 
for J®»««>y-Fefaruary 1936, article on ‘ The Basis of the Oaim 

Emimnst refers to the dosed door in the dependent Emnire as 

With eroiicfflnic sanity, nor with Imperial trusteeship, nor with intffrn n t i' Tn al 

^iryythursStersa^in lSS. 

th^, be wise for Great Bntain to return to the 
“ complete equahty of economic opportumty for all countries in 

^ discharge of British 

Polm, 1936, p 141; Uavds Btmi Enhsh Ecommue Fmttgn 

‘•O’. * 93 °. P 145 . EUgfds Bank AfaaMy Renew, May 1936, pp 236-8, arhde by 
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up restrictions and move towards greater isolation and to 
organize the Empire for defence against the just jealousy 
of foreign powers.* This unfortunately is the course which 
circumstances have conspired that the United Kingdom 
should follow. 


3. India’s Foreign Trade Policy : General 


It remains to sketch in broad outline the most suitable 
policy for the regulation of India’s economic relations with 
foreign States. 

The keystone of India’s commercial policy since the middle 
of the last century has been the principle of according universal 
equality of treatment to imports from all natinns under a 
single-line tariff. 

The Indian Fiscal Commission reviewed the whole question 
of Inca’s tariff policy and recommended no change in the 
principle of the single-line tariff or of unconditional equahty 
of treatment apart &om the introduction of some measure 
of preference for the United Kingdom. Neither of Ihe two 
double tariff systems generally adopted at the time was regarded 
as in the least suitable to Indian conditions Double tariffs, 
they observed, were generally adopted by countries which 
e^orted manufactures, and which being faced by special 
difficulties of hostile tarifis were driven to ihe necessity of 
bargaining for special advantages But ‘ India is mainly an 
exporter of raw materials ; her exports are not faced by 
hostile tariff walls, and she is not yet therefore under the 


C^equcnces of Economic Nationalism’; Lionel 
RobbiM, Ecomme Planning and the ItOeniattonal Order, 1937, pp 93, 123 ; Nabonal 

^*1* CohmalJ^oblem, 1936 , International Affairs, Joxiiiaxy- 
1^36, amde on ‘ Peaceful CJhaqge or \Var ^ TtmesUo sitemb^ 

on ‘Africa and the Powers ’ , Royal Institute of 
^ * 937 * P 249 . Sir Norman Angell, This 

and Hav^m Bu^eM, iQs^ , The British Colonial Emjnre and ihe Gen^n Clam, 
*937 . R^al Iratitiite rf International Affairs, Paper No 23, Germany s Gam to 
lift, ,1 TO Cfamoiir^ Colonies, 1937 , Sir George Paish, The Way Out, 
Plummer, Raw Materials or War Materials, 1937 
While the essentid soundness of this view remains unimpaired, it is clear that 
the rraent colonial claims of certain nations arc based primarily on political 
considerations of power, pnde and prestige. 
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necessity of pushing her exports by means of special negotia- 
tions or the grant of reaprocal concessions 
By 1933 much had been changed. India had found 
herself under the vital necessity to push her exports by special 
bargaining at least in the case of her greatest smgle customer : 
the Ottawa Agreement between the Uiutcd Kingdom and 
India had been concluded. 


The Demand for Bilateral Trade Treaties 

Beddes, the severity of the slump in India*s eeport trade, 
the heavy shrinkage of her export surplus particularly in the 
trade with Europe, the general tendency to ‘planning* of 
trade through more or less elaborate trade treaties, and the 
example of the Umted Kmgdom hersdf, have all tended to 
create a strong movement of opinion in the country in 
favour of a comprdhiensive policy of trade development 
through bilateral trade treaties with principal trading 
coimtries other than the Umted Kingdom. It is perhaps 
reahzed that bilateral treaties do not promise more than 
a hmited expansion of trade Neverthdess, it is contended 
that no single country, much less India, can afford to 
keep out of hue with the genial trend of economic and 
trade policy. 

At the outset of an examination of this demand it must be 
observed that, though it has been often and insistently voiced, 
it has not assumed the form of any dehmte or concrete proposal 
It remains much of a vague aspiration, the expression perhaps 
of a strong feehng that the tituation calls for a more courageous 
and positive pohey of trade expansion than has been pursued 
so for. There has been surprisingly little constructive tTiinViTigr 
as to the ways and means of bnngmg about the much desired 
result. The idea of reciproaty* in trade treaties is emphasized, 
but otherwise the proposal remains somewhat bare of content 
and blurred in outline 


* Rejm, p 126 Mfflreovcr, smcc the level of xomort duties would be saenti- 

ficafly lietouned by the amount of protection a^uate for her industnes. a 
(^ble tanif y^ld render the proteebon either excessive or This 

lnlS^(Sabove^^f ^ protected 

* See above p 14 n i. 
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Alternatives in Trade Tieaty Programme 

Should India choose to enter upon a course of bilateral 
trade treaties, the various alternatives for her in practice 
would be : (i) Exclusive reciprocal agreements based on 
(i) compensation or barter deah between Governments and/ 
or State regulation of comp^sation business between private 
parlies ; (ii) clearing arrangements with countries practising 
exchange control ; (iii) regulation of trade by quotas ; (iv) 
tariff adjustments ; or a combination of one or more of the 
above elements. (2) Exclusive reciprocal tanjf agreements. 

(3) Reaprocal tariff agreements with conditional most-favoured- 
nation treatment, i.e. reciprocal tariff agreements (involving 
tariff adjustments at least on the side of India), the benefits 
of which may be conditionally extended to other countries 
who grant equivalent concessions and thus qualify for the 
receipt of benefits given to an original co-contractant. 

(4) Reciprocal agreements, the benefits of which may be 
unconditionally extended to -all countries entitled to most- 
favoured-nation treatment. 

All the methods included under (i) and (2) are incompatible 
with the principle of equality of treatment and are essentially 
discriminatory in a greater or less degree. 

Bilateralization of Trade 

Almost all reciprocal bilateral agreements concluded in 
recent years except those which fall in the last class, however 
diverse in form and in the details of their structure, have one 
general tendency . they have tended to equalize the flows 
of commodities or total financial claims between individual 
countries. This tendency is particularly marked in the case 
of clearing agreements and others involving extreme forms of 
restriction. 

Signtficanee of the State of the Trade Balance 

Now, countries with an unfavourable balance of commodity 
trade may use reciprocal bilateral treaties as an instrument 
for the eidargement of export trade, or for its mamtenance 
during a period of declining trade and increasing restrictions. 
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The United Kingdom, for instance, has used her strong bar- 
gaining position in this respect to the advantage of her export 
trade and her balance of trade. Her agreements arc directed 
towards securing greater equality of trade, the otlicr country 
increasing its importation of British goods or being faced witli 
a restriction of exports to Great Britain. The principle 
applied is, ‘Buy from those who buy from you*, wliich 
represents a departure from the more natur^ triangular 
trade* Countries like France and Italy too having import 
balances may use such reciprocal treaties to the advantage of 
their export trade. Even so, a reciprocal bilateral treaty 
between India and the United Kingdom, keeping in view 
both merchandise and financial transactions, might stimulate 
Indian exports, since India has an unfavourable balance of 
payments with the United Kingdom, and until recently had 
an import surplus in commodity trade alone. 

In general, and, on the whole, however, India is in a different 
position from these countnes . not only has she an excess of 
exports over imports as a whole, but she has an export surplus 
in her trade with almost aU countnes with which she trades.* 
This position of the balance of trade has a vital bearing on 
India*s foreign trade pohey. It renders unsuitable from her 
pomt of view the short term bilateral agreements based on 
compensatory speaal advantages, and aiming at a mutual 
balancing of exports and imports between individual countries 
Such agreements are likely, if anything, to operate to the 
detriment of India’s export trade. We must guard against 
the common error of thinking that what is good for England 
k necessarily good for India, or what is good for India m her 
trade relations with the Umted Kingdom is also, thertforet 
good for her in her trade rdations with all countnes. 

Again, it should be remembered that die novel and drastic 
methods of trade regulation like quotas, compensation and 
clearing agreements, were resorted to initially to meet desperate 
situations. They are symptoms that the basic conditions 
for the conduct of trade are uncertain and extremdy un- 
satisfactory. They afford no more than a modest alleviation 
of a bad situation. They cannot be reckoned among the 

* See Richardson, op ot , pm 101-42 

* UnnJ 1935-6, the United Kn^om was the outstanding exception. 
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positive measures of a policy of trade development.* They 
are often clumsy devices, for, among other things, they compd 
the exporting nation or even an individual exporter to become 
necessarily an importer at the same time, and vice versa. 
They are expedients fit in general for emergencies only.* 

Reaproap TreatUs, 

A brief reference may be made here to some fundamental 
features of reciprocity treaties based on exclusive preferences 
or on the conditional interpretation of the most-favoured- 
nation clause [classes (2) and (3) above] as distinguished from 
treaties based on the imconditional most-favoured-nation 
clause [class (4) above]. Under a system of treaties based on 
the unconditional most-favoured-nation dause, the benefits 
mutually exchanged are automatically extended to all countries 
entitled to most-favoured-nation treatment. A reciprocity 
agreement, in the first place, postulates the reciprocal exchange 
of defined and equivalent concessions, and, secondly, provides 
against extending the benefits to third parties either absolutely, 
or without requinng identical or equivalent considerations 
from them. 

Eguivdenee 

The crudal point in the case of a redprodty agreement, thus, 
is how to establish and how to maintain equivalence. But 
equivalence is an entirdy rdative concept, with no yard-stick 
for Its measurement in absolute terms. Every country has its 
own standard of value for judging the advantage or otherwise 
of changes in the export and import trades. For instance, 
an industrial nation’s demand for imports of raw materials 
(which it cannot produce) may be more intense than another 
industrial cum agricultural country’s demand for imports of 

^ Suggestions have been made firom time to tune that the quota system should 
be extended to cover practically the whole range of Indian imports {Annual 
Report of the Indian Merchant^ Chamber , 1935, p 39) and demands are put forward 
by responsible bodies for the secunng m ‘ defimte ' markets for Indian ciqiorts 
^ terms of treaty See, for instance, the resolution of the Federation of Indian 
Chambers of Commerce and Industry passed during its annual session held at 
Delhi on 7 Apnl 1937, makmg suggestions about the proposed Umted Kmgdom- 
India Trade Agreement 

^ In India too the imports of cotton piecogoods from Japan have had to be 
restncted by quota because of the very senous effect of Japanese competition on 
the local mill mdustry 



THE FUTURE OUTLOOK 203 

manufactured goods (which compete with the products of 
its home industry). Equal concessions on imports in such 
case may involve unequal real sacrifice ' And there is no sure 
index of the degree of inequality in sacrifice involved in any 
particular case 


Complmentary and Identical Concessions 

It is difficult enough to compose such differences of valuation 
where the grant of complementary and not identical concessions 
to difierent countries is mvolved. The task of correctly 
evaluating the various alternatives becomes of much greater 
complexity when two coimtries press for obtaining an identical 
concession and make reciprocal offers to secure it Suppose 
the United States and Canada ask for special terms for the 
entry of their motor-cars into India, and liie Umted Kingdom 
at the same time insists on a margm of preference, and all of 
them offer speaal concessions on the import of Indian raw 
matenals or semi-manuffictures. In such a case it may be 
found after all that the best or least unsatisfactory solution 
IS to accord equal treatment to imports firom all sources. At 
any rate, it may be so difficult to assess the value of the various 
concessions offered in return, or to consider particular trans- 
actions apart finm the sum total of trade transactions 
between two countnes that differential treatment could not 
be based on easily understood or generally recognizable 
grounds. 

And indeed, advance estimates of the real value of trade 
concessions are often nothing more than pure guesswork 
When economic considerations dictate a doubtful course, 
non-economic motives are likely to supervene and force the 
issue to a conclusion which appeases the political sentiment 
of some and excites the suspicion and antipathy of others. 

Even if some sort of agreements were arrived at and 
approximate equivalence attamed, there is no end of the 
ffifficulues. T^e equivalence is relative to conditions obtain- 
mg at a particular time and could be maintained without 
change only m a static state In a dynamic world the point 
of equihbnum of economic forces is constantly shifting and a 


“ pcrtment to a detenmnaticm of the proper range of 
reciprocal preferences on cither side between the United Kingdom a^ IndwT 



204 INDIA AND IMPERIAL PREFERENCE 

disturbance which already rests on a delicate adjustment 
of considerations becomes inevitable. 

Exclusive Reciprocity Treaties 

Under a system of commercial treaties based on exclusive 
reciprocity, both the difficulties of adjustment and the dangers 
of friction are multiplied. It would generally happen that 
in many important? lines of imports, more than one country is 
interested. Now if any one of them is placed in a specially 
favourable position vis-i-vis its rivals, and no encroachment 
on that position is possible even by the offer of similar con- 
cessions by other countries, an irremediable inequality of 
trading conditions results which becomes a cause of just 
grievance on the part of the country or countries adversely 
hit. The nice apportionment of benefits to individual States 
and the carefiil maintenance of the scheme of distribution 
necessarily involve greater delay than a system of uncondi- 
tional most-favoured-nation treaties. 

Reciprocity not unoften leads to reprisals and retaliation, 
exclusiveness on this side to mcclusiveness on the other, dis- 
crimination to discrimination. Retaliatory wars are very 
unlikely to improve the prospects of India’s e3q)ort trade; 
for India, exporting more to most countries than she imports 
from them, is not in a strong position to hit back. 

Conclusion : Bilateral Reaprodty Unsuitable for India 

The conclusion to which the above discussion points is that 
a system of bilateral trade treaties based on direct barter deals 
between Governments or private parties, or strict control of 
the means of payment or of the quantities of commodities 
imported from different countries, is not likely to serve the 
interest of the extension and development of the export trade 
of India. Compensation and clearing agreements, and quotas 
are essentially restrictive devices, not fit instruments for the 
enlargement of trade. They are not the proper apparatus for 
carrying through a systematic policy of opening up closed 
avenues and creating fresh outlets for India’s exports. A 
system of reciprocity treaties involving a balancing of 
concessions on either side, symptomatic of the trend to 
bilateralism, is fundamentally opposed to her interest. 
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THE FUTURE OUTLOOK 
Equality of Treatment 

Indeed, wth die present aim of Indian commercial policy 
as an expansion of markets for Indian products abroad dirough 
freer access to foreign countries, the principle of equality of 
treatment should be its comcr*‘Stonc/ No other basis provides 
a satisfactory prospect of enlarged trade : a durable trade 
revival is difficult to achieve through devices essentially designed 
to restrict rather than enlarge trade. Short of free trade, 
moreover, the very mention of which today is an anatlicma, 
equality of commercial treatment alone provides for inter- 
national economic specialization and the best utilization of 
the world’s resources 


Conditional Most-Favoured-J^aiion Clause Iiaonsistent with Equality 

Given the end, the unconditional form of the most-favoured- 
nation clause is the necessary means. The conditional most- 
fevoured-nation clause is not — ^as it is sometimes regarded to 
be— an alternative method of gaimng the same objective : 
it does not lead to equahty of treatment. Logically it lends 
towards discrimination, * inequality of treatment, complexity 
of tariff rates, commercial insecurity, perpetual suspicion and 
mutual distrust with the consequent international ill-will and 
more or less a consistent attempt at retaliation by injured 
countnes’* The failure of the conditional most-favoured- 
nation clause to amvc at equahty of treatment is clearly brought 
out in the following description of the circumstances under 
which the United States abandoned it : 


* This “ conditional ” mterpretation of the most-favoured- 
nation principle extends to coimtry B the concession we granted 
to country A for a consideration only if country B makes 
concessions to us equivalent to those made by country A. At 

^ conroerad pohey in practice consututes a wide departure 

simple yet vitd content of its*Mpeal 

to the toa^ng world Smee the ttme when means of communication 
so mdd.y dewloped s^ciently as to make it posnble to meak of world trade 
m the mesent sense of the term, no country has been wilbng or able to admit 
Ae apphcation to its exports m Ae conntry of destmation®of high« w 
burdensome customs dunes or other import chatEcs than those 

«>«ntnes ‘-League V 

*50, lettertoSecrctaryofState Hughes. 
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first glance this principle seems eminently fair. It has the 
appearance of equality and was adopted with the idea that it 
offered, if not equality of treatment, at least the opportunity 
to secure equality of treatment on a reasonable basis. It was 
inaugurated at a time when tariff rates were of minor impor- 
tance as compared to the right to trade at all. . . . But 
now international commercial policies are dominated by tariff 
rates and regulations. Most of the European powers have 
two-column tariffs and except in a few cases tariff negotiations 
have developed into statistical controversies over the rdative 
value of the concessions to be made. This "has rendered it 
almost impossible to arrive at any agreement upon the 
equivalent concessions to be made by the third party. In 
practice, therefore, the conditional interpretation of the most- 
favoured-nation clause has broken down. In sonie cases the 
United States has taken the mctreme position of asserting' that 
a third country could offo: no equivalent concession because 
the value of the original concession consisted in its being 
exclusive. . . . Instead of contributing to equality of 
commercial opportunity among nations, it (the conditional 
most-favoured-nation policy) has become the support of 
discriminatory reciprocity treaties.** 

It must be clearly understood that the conditional most- 
favoured-nation principle affords no secunty against dis- 
crimination in foreign countries and is not therrfore a proper 
instrument for the promotion of equality.” 

Reaprocal, Unconditional Most-Favoured-Nation Agreements 
There remains, therefore, the alternative of bilateral agree- 
ments based on the reciprocal, unconditional most-favoured- 
nation clause [class (4) above]. 

* ibid , pp. 246-7 Also cf Foreign Affairs, January 1936, article by Henry F. 

Grady (sometime Chief of the Division of Trade Agreements, United States 
Department of State) on * The New Trade Fohey of the Umted States ’ ‘ The 

conditional piinaple has inevitably degenerated into a vast and complex system 
of bilatcaral agreements which have made mtemational commerce m eficct 
commeroal warfare, with countries forced to buy from each other what are not, 
m a true sense, trade building concessions, but rather tnbute for immunity from 
acts of commercial aggression ’ 

* * The conditional form of the pledge of most-favoured-nation treatment is, 
m practice ... a meanmgless pledge, imposmg no real obligation on 
the country granting it, and conferring no genume protecuon on the country 
rcceivmg it.* Joint Committee, Carnegie Endowment . 77 ie Improvement of 
Commercial Relations between Pfations and the Problem of Afoneta^ Stabilieation, 193^* 
p. 96. 
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Now it is not perhaps generally kno^vn that India as part of 
the British Empire is a party to a large number of mutual 
most-favoured-nation treaties witli foreign nations.* It is 
true that at present only partial equality in trading conditions 
is secured through tlicm. The most-favoured-nation clause, 
traditionally held applicable only to tariffs, is dodged by quotas 
and other discnminating devices. But reciprocity — the 
exchange of equal or equivalent favours — is not therefore a 
solution. The solution lies in the direction of attempting 
through negotiations to*securc the real objective of the most- 
favoured-nation clause — fair and * equal * treatment for Indian 
eiqiorts in respect not only of tariffs, but, so far as possible, of 
quota and exchange allocations as well. 

The Umted States and the United Kingdom have tried 
throu^ bilateral agreements to ensure real, and not merely 
nominal maintenance of their most-favoured-nation rights.” 
The line of advance for India’s commercial pohey lies dong 
the same direction : not to undermine the authority of the 
unconditional most-favoured-nation clause, but to aim at 
malting it more effective, through a review and revision of 
her existing bilateral treaties, as and when the opportumty 
arises, and through the conclusion of other bilateral agreements 
based on the unconditional most-favoured-nation clause, 
e.g. in the case of France, as suggested in Chapter III. 

It may be useful to expldn a little more fully the precise 
purport of the advance proposed here in the commercial 
pohey of the country as well as to clear a few obvious mis- 
understan<Bngs about the real significance of the unconditional 
clause existing m certain quarters 

Unconditional most-favoured-nation treatment is to be 
^tinguished from that universal equality of treatment which 
is the nece^ary consequence of a ui^ateral tariff. While the 
latter obtains irrespectively of the treatment accorded to 
exports by any foreign country, the former, properly applied, 
makes the grant of equahty a reciprocal exchange. In this 
context, the use of the term * unconditional ’ is somewhat of a 
misnomer . the grant of unconditional most-favoured-nation 


* S« Appendix A. 
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treatment is not, indeed, altogether unconditional : it is 
commonly (reciprocal and therefore) conditional upon the 
grant of the same treatment on the other side.* ' 

f 

The Uruonditioml Clause and Non-tanff Trade Controls 

This leads to a consideration of how the principle of equality 
can be applied to methods of trade control which are dis- 
criminatory in essence, such as quotas, exchange control, 
clearing and compensation agreements, and Government 
monopolies. 

As regards quotas, what is known as the ‘proportional* 
method has been generally hdld to provide the nearest applica- 
tion of the underlying idea of the most-favoured-nation dause 
that the system permits. Undor this method, each country is 
allowed to import a certain uniform proportion of its total 
imports during a basic reference period prior to the institution 
of the quota. Discrimination is, however, by no means 
completdy excluded thereby. The base period sdected may 
favour imports &om one source rdativdy to another. And, 
at any rate, no rigid ratio of imports frbm differentf countries 
appropriate to a past period could hilfil the changing needs of 
the present : a static formula stereotypes old channds of trade 
and prevents the occurrence of normal shifts in them. 

The same method may be applied to exchange control. 
This application may be more difEcult, howeyer, as the 
allocation of the limited quantity of foreign exchange 
necessarily involves discrimination between essential and 
non-essential, or more and less essential imports, and therefore 
between the countries of supply. 

In regard to official monopolies, an assurance — which can 
by no means give complete satisfaction — ^may be secured to 
the effect that their activities will be guided by the ordinary 
economic considerations of price and profit. 

Clearing agreements have a definite tendency to bUateralize 

F. Grady, loc at * The unconditional pnnaide is, on the other 
nwa, based on the broader concept of reaproaty in the form of generalization 
ot concessu^ in return for generalization oS ro nrusjiinns It is fuSy rcaprocal, 

since unctmditional most-favoured-nation treatment is predicated on like treatment 
m retuni* ^ 

winch has a single tanif and therefore treats all imports on an 
equu basis should, however, be entitled to recave the bene£t of any concessions, 
^ pother country having unconditional most-favoured-nabon rights 
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trade and leave no scope for the operation of the prindples of 
equal treatment and comparative advantage. 

It IS necessary, moreover, to prevent discriimnation against 
Indian exports through method of levying duties or charges, 
or .miscellaneous measures like prohibitions and licensmg 
systems, internal exase and sales taxes, mixmg regulations. 


sumptuary la\vs and sanitary regulations, or customs formaliti^ 
and transit ddays, and all the various forms of adimnistrative 
protectionism, besides conditions governing the residence, 
travel and operations of Indian business men m foreign lands. 
This could be done by following the practice adopted in many 
recent treaties of applymg the most>favoured-nation clause 
specifically, to ‘.the method of levymg all duties or charges as 
well as with respect to aU rules and formahties m connexion 
with impoctetion and exportation, to duties or charges imposed 
on exportation, to transit, warehousmg, the trans-shipment of 
goods, as well as official charges applicable to these various 
operations ’* as also to stipulate for national or most-favoured- 


nation treatment m respect of all internal taxes, fees, charges, 
or exactions One of the most important provisions m tiie 
recent American agreements against indirect protectiomsm is 
the general clause which makes any measure that tends to 
nullify or mpair any object of an agreement subject to 
representation by the other party with a view to arri ving at a 
mutually satisfactory adjustment of a matter. 

Unless approximate equality of treatment is secured m 
r^ect of non-tanff and administrative devices of restriction, 
there is no real observance by formgn States of their obligation 
niost-favoured-nation treatment to India n exports. 
And if the important foreign countries could be persuaded to 
agree to grant equahty of treatment in respect of such matters 
as ^^autttative hmitations and exchange allocations, besides 
t there would be httle left to be desired in the way of 
^ort advantages abroad. For, the aim of Indian commercial 
po cy should be no more than to create conditions of fair 
T by mit^atmg discnnunation as far as 

^ should claim no special favours and grant 

equality, not preferences and pnvileges. 
^ ould demand treatment no worse, and no better, than 
Agreemeat between the United States and France, 1936, Amde 1, 3 
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is accorded to any other foreign country in respect of such 
forms of* trade control as admit of applying the principle of 
equality in some form.* 

A detailed study of the export and import trade of India 
with each country, of the conditions affecting the entry of 
Indian products into foreign markets in respect of the multiple 
methods of restriction and discrimination, as well as of the 
regulations under which Indian busmess men conduct thw 
operations abroad, would be necessary to indicate the precise 
scope of mutually profitable trade agreements with important 
countries. Such a study may best be undertaken by the 
Economic Adviser to the Government of India and his staff. 
Only a few general observation, besides those already made, 
may be added here. 

It may be found in certain cases that tariffe present an 
unimportant obstacle to Indian exports. The ‘ freezing * of 
foreign free lists may here provide a safeguard against furthff 
raising of tariff barriers, and should be ffie more valuable m 
proportion as liberalization of quotas is secured. 

On the side of India, it may be necessary to lower the mar^n 
of preference for some United Kingdom imports in wMch 
particular foreign countries are vitally interested, as principal 
suppliers, as well as to make some tariff reduction m other 
cases. Reductions of the tariff may often be found difficult, 
either because of the importance of customs as a source of 
central revenue, or because the tariff affords protection to 
Indian industries which have grown up under its shelter 

* A Preliminary Commercial Agreement has been concluded between the 
Governments of the Union of South Ahica and India by an exchange of Not^ 
dated 8 March 1938 The Agreement provides for reciprocal most-favourcd- 
nation treatment in respect of customs duties and odier mtemal taxes and cbaig^ 
levied on imports, and in all matters pertainmg to the administration thereof, and 
any eventual form of quantitative r^^ation, licensing or foreign exchange control 
Exonptions from most-favoured>nation treatment are made as regards the 
preferential treatment accorded, or to be accorded, by either Government to 
other parts of the Bntxsh Empire The Agreement came mto force on ag March 
1938 and^ \vill remam m force im^ superseded by a more comprehensive 
Commercial Agreement or unul the expiration of three months from the date on 
which notice of termination is given by cither Government 

The Indo-Japanese Treaty, signed on la July 1934, however, provides tor 
mutual most'favoiued'nation treatment on more customary hncs ^ 'Articles 
produced or manufactured in the temtones of one of the High Contracting Parties, 
on importation mto the temtones of die other. Scorn whatever place amwng, 
shall not be subjected to duties or charges other or than those imposed on 
like articles produced or manufactured in any fordgn country * (Article a) 
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vvithout formally receiving protection, or because the tariff is 
already moderate. Sometimes it might be possible to secure 
a part of the necessary * concessions * on exports by a binding 
of the existing tarijBT treatment for the poriod of a proposed 
s^eement. But altogether the question is likely to involve 
considerable difficulty and complexity. 

There appears to be an erroneous bdief in some minds that 
a policy of tariff bargaining is inconsistent with the full 
maintenance of the unconditional most-ffivoured-nation clause. 
It should have been clear from the above that this bdief, 
where it exists, is based on a misunderstanding of the real 
signffi cance of the clause Bilateral agreements containing 
the unconditional most-favoured-nation clause have been 
frequently employed as a means of bargaining for reduction 
of tariff and other trade barriers. The usual method is to 
grant reduction of tariffs on items of which the other party to 
an agreement is the principal supplier. Though the reductions 
are extended to most or all countries, their major benefit 
accraes to the prmcipal suppher, who is, therefore, prepared to 
reciprocate in a similar manner. As has been already observed, 
this pohey of tariff bargaining with the unconditional most- 
favoured-nation clause underlies the trade agreements con- 
cluded by the United States smee 1934 under the Reciprocal 
Trade Agreements Act of that year. The United Kingdom, 
too, is making use of the same policy m her agreements with 
many foreign countries 

The pohey outhned above in its essentials involves some 
departure from the existing position of India’s smgle autono- 
mous tariff It implies, m the first place, the giving up of 
some part at least of the tariff autonomy — ^the power to 
regulate the tariff at will and without reference to any outside 
party— that India enjoys at present It involves, secondly, 
the assuming of power to discrimmate against the trade of 
countnes which subject Indian exports to flagrant discrimina- 
imn, somewhat on the hnes of the penalization provisions of 
ffie Tariff Act, 1930, of the United States Section 338 of that 
Act provides for the imposition by proclamation of the Presi- 
d^t, whenever he finds that the pubfic interest wffl be served 
thereby, of new or additional rates of duty not to exceed fifty 
per cent ad valorem or its equivalent, on any or all products 
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of any foreign country which discriminates against the 
commerce of the United States ‘ in such manner as to place 
the commerce of the United States at a disadvantage com- 
pared with the commerce of any foreign country *. It will 
be readily recognized how the present form of operation of the 
unconditional clause has failed in its essential purpose: 
whereas India has granted equality of treatment to imports 
from aU sources, she has failed to secure the same equality of 
commercial opportunity for her export trade. What is 
required is no radical departure from the fundamental principle 
of the clause, but some reinforcement of the existing policy by 
acquiring the power to combat discrimination by discrimination 
in order to establish equality (or a larger measure of equality 
on the other side) against equity (on this side) . To bargain 
on equal terms with other countries India may have to adopt 
surtaxes or maximum tarifr rates of some kind corresponding 
to their maximum or bargaining tariffs. 

It must at once be emphasized that, for reasons already 
detailed, this policy is of only limited usefulness, given the 
state of India’s balance of trade with many important countries# 
But the mere volume of imports and exports is not always a 
sure index of the relative intensity of demand of two countries 
for each other’s products, and the existence of the power to 
discriminate may exercise, at any rate, a moderate measure 
of restraint on the immoderate discrimination practised by 
soTM foreign countries. 

Discriminatory treatment in the Indian tariff should, of 
course, be an extreme penalty reserved for sparing use in 
exceptional cases of substantial discrimination. No rigid 
criterion may here be invariably applied. The content of 
discrimination such as may justify the application of the penal 
powers would have to be carefrdly determined after close 
attention to all relevant circumstances, because any crude 
attempt to divert trade and bilateralize it would spell simple 
disaster for Indian exports.* 

* Any doubts about the essential soundness of the view expressed here should 
be removed by a httle reflection over the dismal failure of the trade diversion 
pohcy mitiated m May 1936 by Australia — ^which m many respects is m a similw 
econoimc predicament to Indm— with the object of divertmg imports from bad 
to g^d customers The followmg statement affords an illummating commentary 
^ j outcome and lesson of that experiment * The net effect of this 

Trade Diversion policy supposed to be directed against the bad customers was to 
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In conclusion, it may be pointed out again that the modest 
advance suggested above promises no spectacular gains in 
e3q}ort trade, though it may hdp to palliate a few of the more 
stubborn obstacles to its progress in certain cases. 

The above policy may not be capable of being fully worked 
inside the strict framework of the existing Indian constitution. 
But a start on its lines may be made. And, at any rate, this 
analysis of the proper ends and means of commercial policy 
for India in the light of the basic facts of her economic position 
and the general setting of pr^ent-day national economic and 
trade policies may not be altogether without use. 


4. India’s Foreign Trade Poucy in Relation to 
THE United Kingdom 


What is to be said now about the future of India’s trade 
relations with the Umted Kingdom? In particular, should 
India conclude a trade agreement with that country on the 
baas of reciprocal exchange of preferences, to replace the 
Ottawa Agreement ? 

A Baste Assumption 

It may at once be said that India should prefer the old 
tri^gular basis of trading with the Umted Kingdom which 
existed before the adoption by that country of the twin 
systems of Imperial preference and protection. But, as things 
arc, there appears htde likelihood of the United Kingdom turn- 
mg back from the path of economic and commercial pohcy she 
has chosen for herself. British protection and a general system 
of preferences among Empire countnes may then be 
for granted : the definite change in Britain’s fiscal policy 
remains^as it was at the time of the Ottawa Gonfisrence, the 
underlying assumption m any reconsideration of the future 
of India’s trade relations wi& herself. 


rammodjty exports of roughly sue milhon into an excess of 
cOTunodrty impo^ of very nearly two million, the exact opposite of what the 

AmtaJSa ^h^’**l^^"t*******‘°“ V* general result, which for a country like 
to aMumulate a substantial surplus on her conm^tv 
tcafe to mMt her financial obbgaUons, was particularly embairassme 

revealed themselves, which tend to deiaS^^' 
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Given the present policy of the United Kingdom— that 
policy, as already pointed out, has been and continues to be 
a most important influence on the general trend of commercial 
policy in the world — ^it is doubtless to India’s interestto align her 
policy with that of the former in respect of their mutual trade 
relations. In the days of freer and wider markets, it might 
have been possible for India to steer a solitary course, indepen- 
dent of the general policy of the Empire, relying upon the 
strength of her position and the favourable fiscal policies of 
foreign States. It is not the part of wisdom now, in the face of 
the restrictionist temper of the world, of depressed pnces, 
reduced trade, and contracted markets to cut adrift from the 
one large bloc of comparative freedom of trade available to 
India to join, even if adher^ce to it should involve some 
measure of discrimination against foreign nations.* For, so long 
as the present policy of the United Kingdom remains unaltered, 
India is likely to lose rather than gam by standing apart. 
The general protective cum preferential policy of the United 
Kingdom rather than the United Kingdom-India Agreement 
as such is, if anything, responsible for the discnminatory 
policies of foreign States. By severing her connexion with the 
preferential system of the United Kingdom, India would 
lose in the United Kingdom market, in the Empire markets, 
and would largely contmue to lose in the foreign countries 
what market she is already losing as a general result of the 
United Kingdom’s Imperial preferential policy. 

Bilateralism and Indo-Bntish Trade 

Again, if bilateralism is to persist, India could best conform 
to the trend in the case of the Umted Kingdom. From the 

* Such disamu^tion mvolved by the grant of preferences to the United 
Kin^om, though it is none the less real and is therefore to be avoided as fer as 
possible, IS covered by the recognized eaoiqitions to the most-favoured-nation 
dause, and may not by itsdf funmh a casus belh for retaliatory measures specially 
directed agains t Indian trade 'with foreign countries 

But It IS possible to exaggerate the significance of general recogmtion of the 
legitimacy of this exception It is imdemable that a pohcy of receivmg or granting 
extensive preferences m respect of an important country is mconsistent with the 
obKCti've of equahty of treatment * to get real equahty, India must give red, 
mid not mere noimnal equahty of treatment to foreign countnes m her own tanff 
The^rrason why a limited breach of this otherwise unexceptionable rule may be 
parnally condoned m the case of the Umted Kingdom is that a practical coin- 
meraal pohcy must mevitably be based on a compromise between what is 
ideally desirable and actually attamable the pace of progress towards equahty 
of treatment m mternational commercial relations is not set by India alone 
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United Kingdom of all important countries India^ until 
1935-6, imported more, far more (if invisible imports of 
commercial, banking, financial, political and mibtaiy services 
are mcluded) than she e^orted to her. A bilateral treaty, 
'which in the adjustment of the range and margin of tar^ 
preferences took due account of this state of the total balance 
of trade and transactions between the United Kingdom and 
India, should tend to encourage Indian eiqports more than 
imports This assumes readmess on the part of the United 
Kingdom gradually to asnmilate her trade rdations with 
India to the new bilateral prmciple that she herself seeks to 
enforce m her trade relations with other countries. So that, 
while the Umted Kmgdom is allowed greater access to the 
Indian market, she grants at the same tune relatively still greater 
fiicility of entry into her o'wn home market to Indian exports 

Preference and Agnculiural and Manufactured Goods 

It wiU be pertinent to observe in this connexion lhat an 
equal margm of preference on agricultural and manufactured 
goods will, m general, be more helpfiil to the former than to the 
latter Primary products arc, on &e whole, more standardized 
than finished goods, and their markets are larger and work 
on smaller profit margins than the markets of the latter. A 
small spea^ advantage can therefore cause a quick diversion 
of demand to the favoured source or sources of supply This 
process has been observed to have occurred in the case of a 
number of Empire products recei'ving preference like ground- 
nuts, Imseed, pig lead and others The markets in fimshed 
goods, on the other hand, are more specialized and distmctive, 
and less competitive A relatively -wider measure of price 
dififerential, other thmgs bemg equal, is therefore required 
to effect a given shift m demand -than in 'the case of primary 
products * 


iMng Term Considerations 

There is, on the other hand, a consideration of a contrary 
character which m the long run reduces the signTfirppce of the 
above factor While the range of foreign imports mto Tnrii g 

On the other hand, as pointed out already, the real sacrifice involved m tt... 
S“w ^ m the case of manufactured goods t£j 
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‘ which compete with and are substitutable by imports from the 
United Kingdom is very large, the amount of foreign imports 
into the United Kingdom wHch can be replaced by corre- 
sponding imports from India is much smaller. The reason 
lies broadly in the relative ease with which manufacturing 
production can be expanded to take advantage of better 
opportunities for sale in particular m^kets against' the com- 
parative inelasticity of supply of agricultural products. The 
demand for the products of agriculture, again, may not be as 
elastic as the demand for industrial goods, tn a single market. 
India may, therefore, have permanently to depend upon a 
wide distribution of her export products among many and 
scattered markets. 

There is, besides, another long term factor which appears 
to confirm this last conclusion : with a stationary or declining 
population in the long run, and a non-expansive consuming 
capacity in consequence, the relative importance of the 
United Kingdom as a market for the e3q>anding agricultural 
production of the overseas Empire should diminish as time 
passes. 

However, the importance of these long term considerations 
as a factor in the framing of trade policy in the immediate or 
near future is likely to be small. 

Broad Outlines of a Tra^ Agxeemmt with the United Kingdom 

What, in broad terms, should be the actual lines of a 
mutually profitable trade agreement between the United 
E^gdom and India? 

On the side of exports from India, the articles which do not 
receive preference in the United Eungdom at present are 
mosdy raw materials of industry.* Though preference might 
in some cases be helpful to Indjau eiqiorts, in most cases it 
would not appear to be an obvio usly practicable proposition 
from the point of view of tihe United Kingdom. 

Again, three important commodities have dropped out of 
the possible scope of any fresh agreement through the separa- 
tion of Burma, namdy teakwood, pig lead, and parafiin wax, 
while the importance of preference on rice is now considerably 
less. Moreover, until the separation of Burma, tea formed 

* e.g. textile matenals, ores, raw hides and skins, etc. 
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^ A 

nearly half, and now forms an even larger proportion, of the 
total Indian e3q;)orts of all preferred commodities. In exports 
of preferred articles to the Umted Kingdom the importance 
of tea is still greater. But tea has been subject to regulation 
all these years, and the advantages of this regulation have, on 
the whole, outweighed the benefit of the preference. The 
preference has also been reduced firom 50 per cent of tiie general 
rate at the beginning to 25 per cent of ^e general rate now.' 
Ihe international regulation scheme for tea continues in 
force and is likely to reduce appreciably tiie possible value of 
the preference during the course of its operation. 

In view of the above, it would appear to be best, taking all 
the circumstances mto view, to have a system of judiciously 
hmited, discriminate and selective preferences on the side 
both of the United Kingdom and India Thus, India may 
obtam preferences, firstly, on sudh goods as linseed, woollen 
carpets and rugs, oil-cakes* and bran and pollard, ground-nuts 
and vegetable oils* and other commodities in respect of which 
preference is likely to be of some defimte advantage by way 
of extending India’s share of the United Kingdom market 
It might be noted that the other Empire countries are not, 
in general, primarily mterested in such commodities. The 
prinapal interest in securing a preference on them is that of 
India. 


Secondly, India should share in the preferences granted to 
other Empire countries in respect of commodities in which 
they are more vitally interested than India is Important 
among such commodities are tobacco, coffee, ♦ wheat and other 
cereals, pulses, manures and bones And since a position 
of discrinunation between another Empire country 
India could not be contemplated, India would also naturally 

W' S'® and prefercntid tanff rates were ad. and ad. 

rapShJdy auooessive increases they stand now at ^ and 6d 

A ^ ^ desirable fiom the point of view of 

2 ^ effwtive demand for it has not suffiorai^ devdopS 

S »»■»«»»■•« fcr 

3 Attentira may invited to the recommendation of the Sub-committ^. of 

R=«rch to «. 

.B toaga m,pom rf 

» Mn abro 
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participate in prefo'ences granted to other Empire countries 
on other commodities in which she has a relatively minor 
interest. But the significance of the incidental extension to 
India of such preferences should be properly appraised in 
considering the extent of county-concessions that India 
should make in return. 

The latty might take the form of preferences to United 
Kingdom goods belonging to a few really competitive lines 
of imports selected, say, from among the durd group of com- 
modities considyed at the end of Chapty VII, whye a 
preference might confer substantial benefit on the United 
Kingdom.* It would be of little use to enty into details hye, 
as, for the most part, the view the United Kingdom side take 
of the importance of particular preferences would largely 
determine the scope within which the grant of preferences 
might be considyed. 

Moreovy, the due measure of importance in this connexion 
of the substantial preferences on steel and cotton goods in the 
Indian tariff should be taken into account in any attempt 
to assess and square the relative value of preferences exchanged. 
Now, on the one hand, it has been held that the lowy duties 
on United Kingdom goods in such cases are differential rathy 
than preferential in characty : they are justified by considera- 
tions of discriminating protection.® On the other hand, 
it has been suggested that whatevy the manner of their 
introduction, in effect they constitute preferences in favour 
of the United Kingdom fully as much as othy preferences. 
A fair statement of the position according to the study of these 
duties in the last chapty would appear to be that they partake 
both of a difierential and preferential nature. 

Thye is no doubt, howevy, as to the benefit conferred by 
them on United Kingdom trade. This has received full 
recognition by their inclusion as definite obligations assumed 

* Now xt has been sometimes suggested that India might m return give pre- 
ferences on United Kingdom goods of which substantud proportions, say 65 per 
cent or more, are imported from the Umted Kingdom Such comparatively 
painless schemes of preference might provide ^most an ideal solution from India’s 
pomt of view — a solution which saves the face of Imperial preference, at the same 
time secures much of the benefit it has to offer to India, but mvolves no propor^ 
tionate expense or comparable sacrifice They are, however, unhkely to commend 
themsdves to the other party 

* The Indian Ddegation completely excluded them from consideration on this 
ground 
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by India in the Supplementary Indo-Biitish Trade Agreement. 
Now it has been seen in the last chapter that the considerations 
in return for these undertakings by India have in part ceased 
to exist (in the case of steel). This would suggest an abroga- 
tion of the purely preferential parts of the lower steel duties 
m favour of the United Kingdom particularly in the case of 
galvanized sheet, which involves the Indian Government 
revenues in appreciable loss. 

It has been seen how the differential duties on cotton have 
an important preferential dement in them. Their real 
justification must be looked for not only in considerations of 
discnminating protection but also m the counter-benefits 
secured in return, namdy encouragement of the use of Indian 
raw cotton in the United Kingdom and preference and 
partidpation in quotas for eiqiorts of Indian cotton piece- 
goods in Colonial markets. The redprocal arrangements in 
regard to cotton remained at fiist outside the main framework 
of the Ottawa Agreement It appears tiiat they will now 
form a vital and integral part of any new agreement that may 
be made to replace it Recentiy, negotiations at Simla between 
the Lancashire Cotton Ddegation and the unofficial Indian 
advisers failed to result in a satisfactory settlement of the terms 
of a new cotton pact. The essential reason for the failure of 
the cotton talks may be said to be the unwillingness of the Indian 
side to concede a market for United Kingdom goods wide 
enough, in the opimon of the Lancashire Ddegation, to entitle 
the former to daim the enlarged outlet for Indian raw cotton 
demanded by them The line of immediate conflict of interests 
is not drawn entirdy between Lancashire and India as a whole, 
but cuts affiwart the raw cotton grower and the cotton manu- 
facturing industry in India itself Should Lancashire be in 
a position considerably to increase her offtake of Indian cotton, 
the interest of the agricultural producer of cotton in India 
would be clearly served by the Indian Cotton Industry 
accommodating the dauns of Lancashire in a satisfactory 
roaimer The home cotton industry, however, provides a 
rouch Iwger market for the Indian cotton producer than 
Lancashire, and is also much more important than the latter 
M a prospective buyer. The immediate conflict of interests 

etween the cotton producer and manufacturer is therefore 
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of small significance in the long run. And, moreover, the 
process of decline of Lancashire imports could at best be 
retarded but not completely checked : an agreement with 
Lancashire would provide no durable solution of the problem 
of the Indian raw cotton surplus. 

5. Conclusion 

Preoccupation with the details of an agreement, even with 
a customer as important as the United I^gdom should not 
distract attention from the factors of fundamental importance 
to the future of India’s export trade. 

International Co-operation 

The success of any policy of expansion of trade is vitally 
bound up with the restoration of international co-operation. 

The vast economic injury done to the nations of the world 
by the great set-back to international economic specialization 
has been apparent throughout these pages. The greatest need 
of the world at the present moment for continued economic 
progress is to restore the essential foundation of international 
security and co-operation. 

The view expressed by the Gk>ld Delegation of the Financial 
Committee of the League of Nations as long ago as i93^» 
is truer now than ever before : * Without some measure of 
political settlement leading to renewed confidence in Inter- 
national economic and financial relations, there can be no 
secure basis for the restoration and improvement of world 
trade and finance’ {Final Report, 1932, par. 232). But on 
the other hand too, a return of economic prosperity may 
make easier a return to political sanity. An easing of e'conomic 
pressure should contribute towards rdief of political tension.* 

India in her own best interest should be ready to share 
in a joint endeavour to this end. For the present, she can best 
play her part in the game by maintaining adherence to the 
unconditional most-favoured-nation clause, trying to have it 
enforced in respect not only of tar iffs, but of quantitative 
restrictions and foreign exchange allocations in relation to 

* At moment, hovrevec, the lead appears to have passed definitely ikom 

economic to non-econonuc forces the readings of die pohbcal barometer condi- 
tion the tempo of restnctionxst or hberalizmg trends m economic policies 
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Indian exports, and, in the interest of effective action in this 
direction, to limit the scope and margin of the reciprocal 
preferences with the United Kingdom to the extent indicated 
by dear necessity, or by prospects of definite and substantial 
advantage. It be noticed that this policy is in essentials 
similar to that bemg followed by the Umted States of 
America. That country has consistendy refused to be a party 
to the current type -of exdusive reciprocal trade agreement 
and has resolutdy pursued the objective of securing what small 
advance is possible on hberal lines amid the general illiberal 
trend of commerdal polides. India would do well to follow 
this straight lead which eminently suits her position as a 
great exporting country.* 


wnHm K 3** scctions of thu chaptcT have been left unaltered as they were 

InAm the terms of the new Indo-Bntish Agreement became known cf 

and Inoia^^ ^ ^iconoimer, Apnl 1939, my artide on * Commeraal Agreements 
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THE' NEW INDO-BRITISH TRADE AGREEMENT 

A RESOLUTION recommending the termination of the Indo- 
British Trade Agreement conduded at Ottawa on 20 August 
1932 was passed by the Indian Legislative Assembly on 
30 March 1936. The Supplementary Agreement of 9 January 
1935 was also to continue in operation for the term of the 
Ottawa Agreement and expire simultaneously. In pursuance 
of the Assembly’s recommendation, six months’ notice of 
denunciation under Artide 14 of the Agreement was given to 
His Majesty’s Government on 1 3 May 1 936. It was announced 
in a Commerce Department communtgu^ dated 20 October 1936 
that pending the negotiation of a fresh Agreement; the Agree- 
ment then in force would continue in operation subject to 
termination at three months’ notice on eitiher side. It is not 
necessary to trace here the course of the protracted negotiations 
lasting for two and a half years which resulted in the condusion 
in March 1939 of a new Agreement to replace both the Ottawa 
and Supplementary Agreements. The negotiations on the 
Indian side were conducted in dose consultation with unofficial 
advisers from the start. They submitted* altogether about 
fourteen Reports to the Government. The final Report was dated 
5 September 1938, in which the revised proposals of the British 
Board of Trade were rejected. Meanwhile, an Indian Dele- 
gation consisting of the unoffidal advisers and Sir Muhammad 
ZafruUah Khan, Commerce Member to the Government of 
India, had visited London in the autumn of 1937 without 
bearing any immediate finit, and a Lancashire delegation had 
hdd unsuccessful parleys to arrive at a mutually agreed 
solution of the textile angle with the unoffidal Indian advisers 
at Simla in May 1938. Sir Muhammad had been to London 
three times in an earnest endeavour to secure a satisfactory 
deal. After the failure of efforts to conclude an agreement 
with the concurrence of unoffidal advisers, the Government of 
India themselves pursued the trade talks with His Majesty’s 
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Government and on 20 March 1939, a Trade Agreement was 
signed between the two Governments. On 27 March, Sir 
Muhammad's motion for approval of the Trade Agreement 
was negatived by the Legislative Assembly, after full discussion, 
by 59 votes to 47. On i4Apnl} Sir Muhammad brought forward 
a BiU to amend the Indian Tariff Act of 1934 in order to give 
effect to the provisions of the Trade Agreement. The 
Commerce Member explained ffiat the BiU was meant to 
carry out the understanding embodied in Article 16 of the 
Agreement that pending its commg into force the two Govern- 
ments would apply its provisions as far as might be possible 
The motion for leave to introduce the Bill was rejected by 
54 votes to 39 — a rare event in the annals of the Assembly • 
The next day the Tariff BUI was again brought up before the 
Assembly in an amended &rm with the recommendation of 
the Governor-General. Pci mission to move an amendment 
seeking to restore the pre-Ottawa position in respect of the 
preferences was refused by the Governor-General. The BiU 
was accordingly rejected by 50 votes to 37.* Thereupon it 
was certified by the Governor-General and on 18 Apnl was 
passed as certified by the GouncU of State. 

It had already been announced by the Commerce Member 
that the Ottawa Agreement would tenmnate on 31 March 
^939> ^d the new Agreement provisionaUy came into force 
ftom I April 1939 under Artide 16 which has been already 
referred to. The present Agreement shaU continue in force 
until 31 March 1942, if six months before that date notice of 
termination shaU have been given by dther party to the other, 
or^untd the expiry of six months from the date on which a 
notice of termination is given. ^ 


I Main Provisions of the Trade Agreement 

The Agreement contams in all fixteen Articles As between 
the Umted Kingdom (apart firom the Colonies) and India the 

* A rdoaained in lesponnble quarters that the Bill would have been 

I«ssM if the Government had announced m advance as they did at the fim.. ©f 
the Ottawa Agreenunt, that they would accept the verdict of the Ass^bly. 
whatever « ought be feeling was crystallized in the leading artide of the 
18 Apnl 1939 The knowledge that the Agreement was a/ait aeembh 
ana the apmoval of the Legislature an inconsequential affair certainly did not 
make for Its fhvourable reception 7 
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Agreenient provides, on the ^de of the United Kingdom, for 
the maintenance of various margins of preference for Scheduled 
imports of Indian goods into the United Kingdom ; continu- 
ance of free entry for Indian goods which are now admitted 
free, with consequent preference, so long as fbrd^gn imports 
of such commodities are sul:^ect to duty, but no ^arantee 
thereof ; free entry from all sources of a few other com- 
modities : on the side of India, for the grant of a preference 
mostly of 10 per cent or 7^ per cent on United Kingdom 
imports. Besides, there are reciprocal concessions embodied 
. in Article 10 in regard to the export of Indian raw cotton to 
the United Kingdom and the import of British cotton piece- 
goods into India which form in many respects the pivotal part 
of the Agreement. Preferences have also been exchanged on 
a wide range of goods prescribed in two Schedules with the 
Colonies, Protectorates, Protected States and certain British 
Mandated Territories to which India has, besides, agreed to 
give most-favoured-nation treatment. * ’ , 

Exchange of Prferences 

Preferences at varying ad valorem rates have loeen provided in 
the case of the following commodities : 10 'per cent for bones, 
castor seed, coir yarn, cotton yarns (unbleached), up^ to number » 
40 count, goatskins (raw), gram or chick pea, ground-nuts, 
hardwood, leather (undressed hides other than, sole leather 
and undressed skins), linseed, magnesite, oil-seed cake and meal, 
paraffin wax, sandsilwood oil, soya beans, ^and spices*; 15' per 
cent for castor oil, linseed oil, coconut oil, ground-nut oil, rape 
oil and sesamum oil, granite sets and kerbs, leather (dressed), 
and cordage, cables, ropes and twine of jute ; 20 per cent for 
coir mats and matting, cotton manufactures and jute manu-» 
factures other than cordage etc. The following co'mmodities 
have ^ received specific margins of preference : magn esium 
chloride, is. per cwt. ; coffee, 9s. 4d. per cwt. tea, 2S. per 
lb. ; rice, unhusked and husked (not including broken rice), 
2s. 3d. per lb. ; woollen carpets, carpeting and floor rugs — 
hand-made, 4s. 6d. per sq. yard exclusive of fringes ; other . 
kinds, 20 per cent ad valorem, ^ 

Lac, raw jute, myrobalans, mica slabs and splittings^ and 
Indian hemp have been guaranteed free entry from all sources. 
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Among commodities which enjoy an unguaranteed prefer- 
ence arc barley, pulses and minor food grains besides manures 

(other than bones), pig lead, etc. 

has grant^ preferences of 10 per cent on a number 
of items of imports (7I per cent on motor-cars, on motor 
cycles, scooters — new additions to the prrferentim hst 

and cycles and omnibuses, etc.) which are conndered in more 
detail in the foUovdng section. 

The Supplementary Agreement of 9 January 1935 has not 
been renewed as arrangements in respect of cotton, and^iron 


exchange of raw or semi-fimshed Indian products for finished 
Britidi goods were found to be of htde direct consequence. 

The Cotton Article 

In Article, 10 of the Agreement are contained the terms of 
exchange of Indian raw cotton for United Kingdom cotton 
piecegoods. His Majesty’s Government in the United 
Kingdom undertake to continue to use all possible efforts to 
stimulate, the consumption of Indian cotton m terms similar 
to those embodied in the Mody-Lees Pact ; note the desire of 
Indian cotton growers that as much as possible of thdr 
production of short and feir staple cotton should be absorbed 
in the United Kingdom ; mvite attention to the Lancashire 
Indian Cotton Committee’s sympathy with that desire and 
their intention fiiUy to assist m its fulfilment j but recognize 
that success m,a(^evmg that aim is hoimd up with the 
continued pursmt of a pohey of improvmg the quality and 
staple of Indian cotton eiqported to the United Kingdom. 

To turn to more specific provisions, the advantage offered 
, to the United Kingdom consists m Ihe immediate reduction 
firom the'date of the Agreement commg mto force of the rates 
of duty on Umted Kingdom cotton piecegoods to the following 
* basic rates * : 17I per cent (instead of the existmg rate of 
25 per cent) dd valorem on prinl^ goods , 15 per cent (against 
so per cent) ad valorem or 2 ann^ 7^ pies (against 3^ annas) 
per lb , whichever is higher, on grey goods ; and 15 per cent 
(in place of the present rate of 20 per cent) ad valorem on all 


gnd steel have been incorporated in the text or appenoix 01 
the Agreement, and perhaps also because the gener^ provisions 
in reffard to the furtherance of mdustrial co-operation through 


15 
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others. Moreover, if in any cotton piecegoods'^year (i April 
to 31 March following) United Kingdom imports do not exceed 
350 million yards, the duties charged after the end of that year 
and until the end of any cotton piecegoods year in which such 
imports exceed 425 million yards are to be reduced still further 
by 2^- per cent ad valorem with a proportionate reduction in the 
alternative specific duty on grey goods. 

On the other hand, if in any cotton piecegoods year, 
imports from the United Kingdom exceed 500 million yards, 
the rates of duty in the following cotton piecegoods year may 
be increased above the basic rates to such extent as may be 
deemed necessary for the purpose of restricting imports of such 
goods during the year to the * maximum yardage figure * for 
the preceding cotton piecegoods year, but shall be reduced to 
the basic rates (or 2^ per cent below the basic rates) after the 
end of any cotton piecegoods year in which the total quantity 
of such imports into India has not exceeded 425 million yards 
(or 350 million yards). 

The advantages to India are embodied in the provisions 
relating to the calculation of the maximum yardage figure. 
This expression means in rdation to any cotton piecegoods 
year, a maximum of 500 million yards, reduced by the 
‘ appropriate * figure in case in the corresponding cotton year 
(i January to 31 December following) there is a * deficiency * 
in United Kingdom purchases of In dian Cotton. A 
‘ deficiency ’ is defined as the amount by which United 
Kingdom imports of Indian cotton of aU sorts fall short of 

500.000 bales during the cotton year ending 31 December I939> 

550.000 bales during the cotton year ending gi December 1940? 
and 600,000 bales during every subsequent cotton year. ' And 
the appropriate reduction (bdow 500 million yards) in the 
imports of United Kingdom cotton piecegoods in order to 
arrive at the maximum yardage figure in any cotton piecegoods 
year is 25 milhon yards for every 50,000 bales (or less) of the 
deficiency in the correspondmg cotton year, provided that the 
defiaency does not exceed 100,000 bales in the cotton year 
ending 31 December 1939 and 150,000 bales in any subsequent 
cotton year. 

Certain * minima ’ are also prescribed for the import of 
Indian cotton into the United Kingdom in the following 
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terms ; if the imports of Indian raw cotton into the United 
Kmgdom fall bdow 400,000 bales in the cotton year ending 
31 December 1939, or in the cotton year ending 31 December 
1940, and 450,000 bales in any other cotton year, the duties 
charged on imports of United Kmgdom cotton piecegoods mto 
India in the following cotton piecegoods year may be increased 
above the basic rates to such extent as the Government of 
India may, after consultation with His Majesty’s Government, 
determine. 

There is, on the other hand, a special reward for the United 
Kingdom cotton mdustry if its purdiases of Indian raw cotton 
exceed 750,000 bales in any cotton year : the rate of duty 
charged on imports of United Kingdom printed cotton piece- 
goods into India in the following cotton piecegoods year shall 
be reduced to a levd not exceeding the duty charged in that 
year on other imports of Umted Kmgdom cotton piecegoods. 
And, further, in that cotton piecegoods year, or in any following 
cotton piec^oods year during which the reduction of duly 
on prints remains in force, any excess up to a maxiTmiTn of 
25 m^on yards in imports of Umted Khigdom cotton prints 
over imports m the cotton piecegoods year immediately preced- 
ing that m which the reduction first took effect shall not be 
taken mto account for the purpose of determinmg whether the 
medium or maximum yardage figure (425 or 500 million yards) 
has been exceeded. 


Ptg^ron and Sted 

On the same day on which the Agreement was si gnt^ it was 
agreed on behalf of the Government of India in a Letter firom 
the Indian Signatory that notwithstanding the guarantee of 
duty-firee entry to Indian goods admitted fi*ee at the of 
the Agreement, it would be open to His Msyesty’s Government 
in the Umted Kingdom, after consultation with the Govern- 
ment of India, to impose after 31 March 1941 a customs duty 
on imports of Indian pig-iron if after the eiqpiry on that date 
of the Iron and Steel Protection Act, 1934, duties were applied 
to amdes of iron and steel import^ mto India substantially 
less fevourable to the Umted Kmgdom than those provided 
for m that Act. ^ 
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2. The Trade Agreement Considered 

Proceeding to a consideration of the terms of the new 
Agreement it appears that on the side of Indian exports the 
scope of preferences is substantially similar to that under the 
Ottawa Agreement. The average annual value of total 
exports &om British India (including the maritime States for 
certain preferred commodities but excludmg Burma) to all 
countries and to the United Kingdom during the triennium 
i 935“6 to I937“8 was Rs. 164*38 and Rs. 55*31 crores respec- 
tively. During the same period, exports to all countries and 
to the United Kingdom of exports enjoying preference, 
whether guaranteed under the new Agreement or not, was 
Rs. 98*69 and Rs. 40*56 crores per annum respectively. The 
proportion of total exports to the United Kingdom entitled 
to preference was thus 73 per cent on an average during the 
three years. 

On the other side, it has been estimated that imports of 
preferred goods from the United Kingdom were reduced 
from a value of Rs. 18*75 crores in 1935-6 under the old 
Agreement to Rs. 7*68 crores on an average during the three 
years 1935-6 to 1937-8 under the new Agreement. During 
the same period the value of total imports from all countries 
and from the United Kingdom was Rs. 137*25 and Rs. 47*7® 
crores respectively, and of now preferred imports from all 
countries was Rs. 16*54 crores. The proportion of imports 
from the United Kingdom subject to preference under the 
new Agreement was thus 16 per cent on an average during 
the triennium ending 1937-8. 


(a) Exports 

In view of the somewhat detailed analysis of trade in 
individual commodities already given, it may suffice to recount 
here the more important conclusions reached so far, to indicate 
the precise scope of the new Agreement on the basis of the 
final figiues for 1937 or 1937-8, and to add a few general 
observations on the bearing of the analysis for the future. 

The preferred e^qports are conveniently divided into four 
groups on the same basis as that adopted in Chapter IV, minor 
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commodities previously bracketed togetber in Group V being 
also redistributed to their proper group. 

The four groups of preferred c.\port<, then, arc : — I : jute 
manufactures, hides and skins (tanned), goatskins (raw), 
coir yam and mats and matting, castor ••ced ; 11 ; hn«ccd, 
woollen carpets and rugs, oil-seed cake, and pig-iron ; 
in : tea, ground-nuts ; IV ; rice, tobacco (unmanu- 
factured and manufactured), coffee, paraffin wa\, segetable 
oils, spices, pulses, bones, hardwoods, magnesite, granite sets 
and kerbs, $0)'a beans, barley, minor food grains and 
magnesium chloride. 


Modifications in Scope and Margin of Prtfmnm on Exports 

It may be of interest to note the sigrtiftcanl changes in the 
scope and degree of preferences on exports under the new 
Agreement as compared to the Ottawa Agreement 

In the first place, llic separation of Burma has been 
responsible for the abolition of some preferences and reduction 
in the value of others. Pig lead, and bran and pollard and 
rice meal and dust no longer appear m the list of Indian 
exports enjoying preference. Tcakwood continues to be 
included among the motley group of Indian hardimods 
entitled to preference, but of the United Kingdom imports of 
this article in 1937 India contributed an insignificant pro- 
portion — only one-quarter per cent. Paraffin wax and rice, 
two other important commodities which had benefited largely 
through the operation of die preference, have receded to a 
secondary position with the separation of Burma, their 
principal exporter ivithin the Empire : among preferred 
Indian exports they have dropped from the second to the 
fourth group. Tobacco (manufactured) has also lost consider- 
ably in importance among Indian exports to die United 
Kingdom, since much the greater part of cigars imported 
into that country from the Empire arc in fact derived from 
Burma (23,000 lb. compared to only 9,000 lb. from India, 

and a similar quantity from Jamaica in the British West 
Indies). 

Brides, the preference of 2s. per cwt. on wheat has been 
abolished with a view to affording freer access for American 
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wheat to the British market.' It has been pointed out in the 
Representation on the new Trade Agreement submitted to 
the Government of India by the Federation of Indian 
Chambers of Commerce and Industry that the margin of 
preference has been reduced in the case of chrome leather 
from 30 to 15 per cent, in the case of cordage, cables, ropes and 
twine made of jute from 20 to 15 per cent, and in the case of 
hand-made woollen carpets from 20 per cent ad valorm to 
4s. 6d. per sq. yard. It may be remembered, however, 
that the changes referred to in respect of jute manufactures 
and woollen carpets have been in force since i January 1935 
and were modifications in the terms of the Ottawa Agreement 
made presumably imder Ardde 14, which provided for 
adjustments in particular rates of duty or preference by con- 
sultation and agreement with the other party.* Chrome 
leather did not have a guarantee of preference under the 
Ottawa Agreement, though dressed leatiher of Empire origin 
was entitled to free admission and came to enjoy a preference 
of 30 per cent through an increase in the duty on foreign goods, 
in the interests of the British home industry, to that level. It 
is a new addition to the Schedule of articles entitled to prefer- 
ence under the Agreement. The figures of export of dhrome 
leather are not separately recorded in Indian trade returns 
but are included in exports of tanned hides and skins. 

Other unscheduled articles which received preference in 
consequence of the guarantee of free entry under Article i of 
the Ottawa Agreement but have now received a guarantee 
of preference are bones, raw goatskins, gram or chick pea, 
soya beans and rice in the husk or paddy. The preference on 
soya beans began to accrue only from April 1935, when a 
10 per cent duty was imposed on non-Empire imports of the 
article. The duty on foreign paddy was also raised from 

’ The abohtion of this preference which has been secured with the consent 
of the Dominions and India forms part of the terms of the recent Anglo-American 
Agreement 

^ A specific rate eqmvalent to that on woollen carpets etc was similarly mtro- 
duced on cotton and jute carpets etc with effect from the same date Other 
changes under the same Article indude the substitution of a specific rate of 
:iC3 on hnsced oil for the ad valmem rate of 15 per cent and mcrease in the 
duty on non-£mpire imports of cotton lace and lace net of all lands from 20 to 
30 per cent ad valorem. The general rate for cotton goods imports imder the 
new Agreement is 20 per cent ad valorem. 
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10 per cent to the present rate of 2s. 3d. per lb. from 16 April 
i935> when it was equivalent to about 75 per cent ad valorem. 

Trade in Primed Commodities 

The tabl& overleaf show the distribution of United 
Kingdom import trade and Indian export trade in icspcct of 
articles on wMch preference is granted to India in the United 
Kingdom. 

Value of Prtferences on Exports 

At tWs stage a broad reference may be made to the rdativc 
effectiveness or value of preferences on different groups of 
Indian exports, and any significant facts about the more 
important individual trades. 

A look at the figures of percentage of imports derived from 
India in Table LI and conrideration of the conditions 
of trade in respect of particular commodities will indicate* 
that the preference on jute manufactures, coir yam and mats 
and matting, and hide and skin leather as wcU as raw goat- 
skins cannot help to extend the market for Indian exports in 
any appreaable degree * already in 1937 almost the entire 
imports were provided by the Empire, indeed in most cases 
by Intfia. The duty on fordgn imports was applicable to 
such an insigmficant part of the imported supply as hardly to 
have any effect in the direction of raising the price realized by 
Indian goods. 

It will appear firom Chapter V that preference in the past 
has been of Httle value in the case of made-up jute goods, coir 
yam add mats and mattmg, and skin leather. The nght of 
free entry for all these commodities should undoubtedly be 
valuable, and though Indian goods arc now admitted free of 
duty, exemption &om any customs duty that may hereafter be 
levied IS not guaranteed. In respect of jute piecegoods, hide- 
leather and raw goatskins, the preference has conferred a 
more or less definite advantage but is important for the future 
mainly as some safeguard against loss of the present strong 
position. Apprehensions of any serious loss from the abroga- 
tion of the duty on foreign imports are, however, without 
foimdation, and if only free entry from all sources could be 
ensured there would be no cause for alarm. The preference 
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Group I 

Jute manufoctures 

Coiryatn 

Coir mats 

Coirmattinn 

Leather, undressed hides 

Leather, undressed skins 

Leather, dressed 

Goatskms, raw 

Castor sera 

Total 

Group II 

Linseed 

Fig-iron 

O^eedcake 

Carpets, caxpetmg, floor rugs and 
mattmg 

Total 

Group III 

Tea 

Ground-nuts 

Total 

Group IV 

Rice 

Cptto yam and manufoetures 
Tobacco, unmanufoctuted 

Tobacco, manufoctnred 

Coffee 

Teiaffin wax 

3 i^tahle non-essenfaal oils* . 

Spices 

Pulses 

Bones 

Magnesite 

Granite sets 
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on castor seed has not succeeded in checking the increasingly 
intense competition &om Brazil. Its maintenance at the 
present level is an advantage, though this does not afford 
adequate protection against the growing'’ industry of an 
enterprising rival.* 

As observed already, it is in respect of the second group ofv 
commodities, namely linseed, oil-seed cake, woollen carpets 
and rugs, and pig-iron (besides xice and paraffin wax before 
the separation of Burma) that preference has been of the 
greatest value in increasing the United Kingdom’s intake of - 
Indian exports as well as India’s relative share of the United 
Kingdom market. 

The preference on linseed was, indeed, partly nullified by 
the introduction in November 1934., by notification of the 
Commissioners of Customs and Excise, of a system of drawback 
with retrospective effect in respect of linseed and linseed oil 
imported after aa May 1933. Under these orders a refund of 
duty paid on foreign linseed used in the manufiicture of various 
classes of exported products was given. The amount of 
drawback — i8s. per ton of linseed — worked out to a refund 
of nearly the whole of the duty but by no means completely 
neutralized the value of the preference. In respect of large 
quantities of linseed used in the manufacture of goods for 
domestic consumption no drawback was admissible : between 
1934 and 1936 it has been estimated that 84 per cent of Ae 
total imports, or an annual average of 201,000 tons, of which 
70 per cent was contributed by India, was consumed at home.* 
The withdrawal of the drawback concession under Article 6 
of the new Agreement in respect of all goods other than linseed 
oil, unmixed, is estimated to affect half tiie trade at present 
eligible.3 The preference may thus be expected to be more 

Exports of castor seed ixom Brazil have risen rapidly in recent years, m 
contrast to the declining trend of In&an exports, and in 1936 and ig37 
were more than twice as heavy as the shipments Scoxxx India, who was the leading 
exporter up to 1934 Exports finm Brazil actually went up from an average of 
18,000 tons per year during 1930 to 1932 to 100,000 and 1 18,000 tons respectively 
in 1936 and 1937 Indian exports decbned meanwhile from 92,000 tons on an 
average durmg the earher penod to an average of 54,000 tons from 1935 to 1937 
(Impcnal Economic Committee Vegetable Otis am Otl-seedf, 1938, p 45) 

* Memorandum on the J^eta Trade Agreement, 1939, p 24 

3 ibid , p 25. Mr Cross, the Bntish GOTcmmcnt spokesman on the Trade 
Agreement, stated in the House of Commons that the only possible gam to India 
from the modification of drawback orders seemed to be in the item of 13,000 tons 
of linseed used in the manufacture oflmoleum [Statesman, 4 May 1939) 
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fully effective than it has been Htherto, though the Argentine 
will continue to compete on equal terms with India in respect 
of a small range of the trade. Other commodities in this group 
require htde further comment. 

Turning to the'third group, it is only necessary to reiterate 
the conclusion in regard to tea, already mentioned, that the 
Export Regulation Scheme has been a greater boon than the 
pr^erence, which is, however, usehil for maintaining India’s 
position in the world’s principal tea market. Because of the 
pecuhar conditions of trade and the nature of competition in 
the United Kingdom market, the preference cannot be of 
more than a limited value. 

The same remark apphes broadly to ground-nuts. But on 
account of the less speciahzed character of the trade in this 
article and the absence of any co-ordinated control over it, 
the danger of loss through specially favourable treatment of 
Bntish West African imports in the absence of preference for 
Indian imports is much greater. Smcc there have been little 
or no imports of ground-nuts from non-Empire sources during 
the last four years, it is difficult to understand how ‘ senous 
objection has been taken by Indian interests * to the payment 
of drawback on ground-nuts used in the manufacture of 
exported ground-nut oil, or how the provisions m the new 
Agreement withdrawing ffie concession ‘ have greatly increased 
the value of the preference accorded to India n ground-nuts 

It has been noted that the competition which ground-nut 
escorts have to face comes from very wide and varied sources 
Attention may be drawn m this connexion to the recommenda- 
tion of the Sub-committee of the Imperial Council of 
Agricultural Research that a duty on all foreign imports of 
vegetable and animal fats may be levied to render the prefer- 
^ce on Empire products effective* That might, however, 
mvolve too great a restaction of imports to be considered 
practicable The imposition of duty m Apiil 1935 foreign 
soya beans which come into more direct competition with 
pound-nuts helped to reduce thdr imports from 177,000 tons 
^ 1934 to 82,000 tons in 1936 and 99,000 tons in 1937. 
Imports of cotton seed have, however, continued to mount, 

* Mmai^wam Uu Nem Trade Agreement, p 36 

* See above Chapter V, 4 
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increasing irom 429,000 tons in 1932 to 672,000 tons in 1937. 

In the second Departmental Report on the working of the 
Scheme of Preferences the failure of Indian ground-nuts to make 
greater progress in the United Kingdom market than they 
did was stated to be ‘ due mainly to the competition which ’ 
ground-nuts have to meet in the United Kingdom market 
from soya beans and cotton seed *. In the Memorandum on 
the new Agreement, however, it is observed that the proposal 
to secure a guaranteed preference on cotton seed was not 
pursued as it was considered ‘ unlikely that such a concession 
would promote the substitution of India n ground-nuts for 
foreign cotton seed * ! 

The preferences on articles in the fourth group are of ^ 
primary interest to other parts of the Empire. India is mainly ^ iv 
interested in them with a view to securing parity of treatment 
with the rest of the Empire. " ' ' 

Free Entry 

Most important among the commodities entitled to frejs 
entry, respective of origin, is raw jute. Jute is a monopoly 
of India and in India of a few eastern provinces. It is 
employed for the most part as a packing substance for the 
staple articles of international trade. As such its demand is 
peculiarly susceptible to variations in the activity of trade, 
and is often indeed a good index of those variations. Recently 
paper has been increasingly used to replace jute and a ceaseless 
search continues for efficient alternative fibres, but so far no 
effective commercial substitute has been discovered. Exports 
from India during the six years 1932-3 to 1937-8 were 
5 ® 3 » 748* 752 j 77^1 821 and 747 thousand tons respectively, 
of which 130, 177, 166, 166, 189 and 145 thousand tons 
respectively were consigned to the United Kingdom. The 
United Kingdom on her side derived 135, 169, 195, 173# 

182 and 193 thousand tons respectively during the six years 
1932 to 1937, almost aU from India. As things are, an 
import duty on raw jute — which forms the base of the Dundee 
jute manufacturing industry — in the United Kingdom appears 
out of the question. 

At first jute was mainly exported from India in a raw form 
but exports of manufactured jute goods have continuously 
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expanded. During the quinquennium 1907-8 to 19x1-12, the 
average annual vadue of exports of raw jute was Rs. 18*19 
crores as against Rs 16*83 crores of manufactures. In 1937-8, 
the value of manu&ctured exports had risen to Rs. 29*08 
crores as against Rs. 14* 72 crores worth of exports of raw jute. 

Lac, enjoys an indirect pr^erence arising from the duty 
levied on the synthetic substitutes of this natural product. 
It is a practical monopoly of a few districts in India in Bihar. 
The United Kingdom imports — 120, 108, 170, 439, 93, 133, 
and 179 thousand cwt. in the seven years 1931 to 1937 — 
were all derived from India. The extreme fluctuations 


in the course of the lac trade are due to the ' meteoric rise (in 
1934) catastrophic fall (in 1935) of the London shellac 
pool *. The recent experience of wide osdllations in the trade 
has drawn pointed attention to the uncertam nature of the 
demand for this valuable product — ^which possesses undoubted 
technical superiority over its rivals — ^unless steps arc taken to 
organize its marketing on a scientific basis. It seems that 
co-ordination of production and sales would go much farther 
dian mere preferential margins to establish this highly useful 
commodity on a firm basis m the varied industrial demand 
which its growing uses make possible. The manufikcturing 
activities of the consuming industries necessitate a steady supply 
of a standardized product at a price level equitable to producer 
and purchaser alike.* 


India has a monopoly of the supply of myrobalans to the, 
United Kingdom market, imports ^m foreign countries being ( 
negligible. The quantity of imports, in most years entirely 
dmvcd firom India, has been 577, 614, 598, 669, 684, 627 and 
005 thousand cwt. in the seven years from 1931 to 193^?. An 
indirect preference of greater or less degree has accrued on this 
commodity, owing to the imposition of duty on some other 
tai^g substances like quebracho extract, chestnut extract 
and v^ttle bark for various penods The value of preference , 
and the danger of compcUtion are, however, alike mitigated 
by the fact that the field of competition of difierent 
substances is stnctly limited ® * 

The sunn hemp of India {Crotalana juncea) is nearest m its 
characters to the true hemp {Cannabis saiwa),lihe oldest material 

X miT jL.. w% • «« .. 
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for the manufacture of cordage. Other competing fibres arc 
manilla, sisal, Mauiilius hemp and New Zealand hemp or 
phormium fibre. Free entry for all varieties of hemp, whatever 
the country of origin, was secured at the Ottawa Conference 
as some improvement over the state of affairs under which all 
kinds of hemp other than true hemp had been subject to a duty 
of 10 per cent when imported from non-Empire countries. 
Free entry for Indian hemp was thus assured, whereas it had 
been impeded before in the case of certain stocks held at a 
few continental centres and consigned therefrom to the United 
Kingdom. 

The main competition for Indian hemp comes from the 
soft Russian type, and if imports of such true hemp could 
be clearly distinguished and removed from the free list, 
a considerable scope might open up for expansion of exports 
of sunn hemp to the United Kingdom. But two significant 
developments in the cordage industry of the United lUngdom 
should be noted here : the manufacture of heavy cordage has 
tended to increase relatively to that of small cordage for which 
soft fibres are naturally adapted and principally employed ; 
hard fibres have been increasingly used even in the diminishing 
production of small cordage.* In this respect a striking feature 
of the United Kingdom import trade in hemp fibres has been 
the remarkable advance of sisal from British East Africa. 

The facts of the trade in regard to the relative position of 
different sources of supply are as follows. Imports from India 
went up from 3 *9> ^ 2ind 3 thousand tons respectively in 
the three years 1930 to 1932, to 7*4, 9 and 12 -6 thousand 
tons respectively durmg 1935, 1936 anrf 1937 : total imports 
increased from 78,000 tons on an average during the first 
three years to an annual avCTage of 98,000 tons during the last 
three years : imports from the whole Empire increased 
between the two trienniums from x 8,000 to 43,000 tons : 
imports from foreign countries suffered an actual small 
dechne from 60,000 to 55,000 tons. It appears thus that over^ 
and above competition from the true soft varieties of V 
Russian hemp, Indian hemp has to reckon with strong competi- ' 
tion from within the Empire. 

' Impenal Economic CJomnuttee . Turntj^ourthReporton HmpFtbm, 1932 » P* 
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{p) Imports 

The following table sets out die relative importance of the 
Umted Kingdom and other countnes as sources of supply for 
the vanous heads of imports on which preference has been 
granted to the United Kingdom, arranged in order of the 
percentage of imports from the latter country. 

Table LIII 

Imports of Articles Preened mder the New Agreement mto India excluding Burma, 

1037-8 

(Ra lakhs) 



United 

Kingdom 


Cycles and parts 
lion or sted-barbed or stranded 
wire or wire rope 
Cement nos 

Sewing and kmtting machines 
Electncal instruments, apparatus 
and appliances 

Pamts, colours and pamters’ 
materials, as specified and all 
sorts nos , , 

Motor cydes and scooters and 
parts 

Instruments, apparatus and 
appliances, other than elec- 
tncal, all sorts nos, mcludirg 
photograiduc but exdudmi 
saenmc, philosophical and 
surgical 

Ccmper, wrought, and manu- 
tactures of copper, all sorts 
nos 

C h e m icals, drugs and medicmes, 
all sorts nos 

Iron or sted hoops and strips 
Drugs and medicmes containmg 
spint 

Motor-cars, mduding taxi-cabs, 
and parts thereof 
Fents 

Wirdess reception instruments 
and mparatus and parts I 
Parts of medmmcally propdlec 
vehides, nos, mo^ omm- 
buses and chaww 
Woollen carpets, floor rugs, etc 
Domestic rcmgmtois 


1 . 3 * 7 


1,61 7 
38 


*,36 8 
16 


8,87*1 


Percent- 

Other 

All 

age 

Countnes 

Countnes 

74 

30 6 

1,18 6 

ep 

** 9 

36 

64 

* 1 


59 

33 8 

Sa 

59 

93 2 

2,24 9 

58 

33 4 

83 8 

55 

8 I 

4 7 

54 

33 3 

72 5 

5 « 

41 4 

86 I 

<7 

44 

1,83 a 

47 3 

3 .M 9 

85 3 

4 « 

ai«8 

37 3 

<0 

8,04 g 

3 . 4 * 1 

57 

87*3 

43 3 

a8 

83*6 

33 

a8 

1.90 3 

8,66 

9 

29 5 

32 5 

3 

zo 9 

XI a 

47 

10,80 a 

*9.07 3 
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The general fact which emerges j&om the above table is 
that preferences to the United Kingdom have been confined 
to heads of imports in which the keenest competition is met 
with by United Kingdom exporters. In the footnotes to 
pages^ 13 1 and 133 will be found the names of commodities 
enjoying preference under the Ottawa Agreement of which 
32 per cent or less or 64 per cent or more came from the 
United Kingdom in 1932-3. A comparison of those lists 
with the above table will show that most of the commodities 
in respect of which the United Kingdom position was excep- 
tionally strong or weak have been omitted from the scope of 
preferences under the new Agreement. The grant of 
preferences has been restricted to a relatively few ‘really 
competitive lines of imports selected, say, from among the third 
group of commodities considered at the end of Chapter VII, 
where a preference might confer substantial benefit on the 
United Kingdom *, as suggested in Chapter X above. 

There are two ways of obtaining a fair agreement : either 
by attempting to establish more or less equality of gains on 
both sides, or by trying to ensure that either side secures 
the necessary concessions without disproportionate cost or 
sacrifice and with a net gain on the whole. It is in the latter 
aspect that the Agreement may be regarded from the point 
of view of India. 

Cost of Granting Prtferences 

Now, keeping in view the strictly relative sense of the terms 
I loss of revenue ’ and * burden on the consumer * as e3q)lained 
in Chapter VII, 4, and the fact that the preferences now 
under consideration have been selected from among the third 
group of commodities in respect of which little loss of revenue 
or burden on the consumer was found to exist, it does not 
appear that the grant of preferences would involve any appred- 
able direct cost or sacrifice. Most of the commodities in 
respect of which a relatively large direct cost was involved 
under the Ottawa Agreement — commodities of which one- 
third or less were derived from the United Kingdom — ^have 
been excluded from the preferential list. 

The real cost of granting preferences must be looked for 
in the widespread practice of disczimination in favour of one 
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seller against all competing sellers over a keenly contested 
range of import trade, which necessarily undermines India’s 
ability to secure equality of treatment for her export trade 
abroad.’ In other words, the real cost of special facilities for 
sale of Indian exports in the Umted Kingdom is inability to 
secure removal or reduction of special &dlities for exports 
of other countries in other markets Whether the gain 
outweighs the loss depends upon the general temper of the 
world and the trend of commerdal pohcy. 

If the tone of economic and commercial policy appears 
responsive to hberahzing stimuli, if important countries appear 
willmg oiough to relax the rigour of thear restrictionist and 
discriminatory regimes and allow more scope for the normal 
operation of economic forces, it may be wdl worth while to 
abandon exclusive advantages for Indian exports in return 
for release from the obli^tion to grant reciprocal favours. If^ 
on the other hand, commercial policy is impervious to 
expansionary influences, one would naturally sedc to preserve 
the shrunken remnant of trade through fecial concessions for 
special concessions. 

The above are general observations of broad significance. 
In practice, a country must decide its pohcy on a careful 
consideration of the opportuiuties open to it m various markets 
and the pnee necessary to secure them. In this aspect, 
the present would hardly appear to be an opportune moment 
for India to seek to forgo the benefit of preferential entry for 
her goods to her prmapal market, which is also the world’s 
first emporium for raw materials. 


Equality and Inequality 

At this stage it is pertinent to observe that the scrapping of 
reciproed preferences between the United Kingdom and 
India will not automatically restore the status quo before 
Ottawa. The resulting podtion m regard to the tariff treat- 
ment of each other’s goods wiU differ vitally in the two countries. 


w ^ za India eschews preferences and pnvila»s in her 

^^ta^that she could demand fair and^‘equal* trStaiS 


1C 
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On the side of India, the abolition of preferences will mean the 
restoration of equality — the basis of all fair trading : on the 
side of the United E^gdom — ^unless that country abandons 
her policy of according general preferences to imports from 
the Empire — position of inequality for Indian exports in 
relation to other Empire exports will come to exist. Such a 
position will naturally be characterized as invidious. So in 
fact it may be. But India could not probably claim the 
benefrt of preferences which the other Empire countries had 
secured only by the grant of reciprocal preferences, without 
maldng a more or less equivalent return. 

There is, on the other hand, a general fact bearing on the 
relative cost incurred by In^a and the United Kingdom 
respectively in the grant of preferences. The proportion of 
Indian imports of preferred commodities supplied by the 
United Kingdom under the new Agreement is 47 per cent. 
The United Kingdom, moreover, enjoys an exclusive prefer- 
ence not shared by any other country in respect of such imports. 
In comparison, the proportion of United Kingdom imports 
derived from the Empire in 1937-8 in respect of the first three 
groups of commodities into which preferred Indian exports 
have been divided was as high as 82 per cent (of which India*s 
proportion was 58 per cent), and in respect of aU the four 
groups was 59 per cent (India’s share being 38 per cent) 

It also appears from this that a large number of Indian com- 
modities which receive prefCTcnce in the United Kingdom ' 
meet with severe competition on equal terms from within • 
the Empire. This general fact limits at once the possible 
value of such preferences for India and the sacrifice involved 
to the United Kingdom in granting the same. 

A Fair Deal 

Altogether, considering the extent and character of export 
and import trade covered by preferences and the nature and 
intensity of competition they have to face, the scope and degree 
' of preferences exchanged appear to make a fair deal on the 
whole. Only it would be desirable to restrict the range of 
preferences on either side somewhat still further. India might 
relinquish prefermice on a few commodities likft coir yam and 
mats and matting, undressed leather and made-up jute goods 
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and withdraw preferences on Umted Kingdom imports of 
commodities of which relatively very small quantities arc 
derived &om tlie United Kingdom, such as woollen carpets, 
floor rugs, etc., domestic rcfligcratois, wireless reception 
instruments and apparatus, parts of mechanically propdlcd 
vehicles not otherwise specified and chassis of motor omnibuses, 
motor vans and motor lorries. 


(c) The Cotton Article 

The reciprocal arrangements in regard to tlic export of 
raw cotton and imports of cotton piecegoods had remained 
outside the mam firamework of the Ottawa Agreement in 
pursuance of ‘the principle that a protected industry is 
outside the scope of a pr^erential scheme *. They form an 
integral and vital part of the new Agreement. 

Trends in Textile Trade 

It has been seen above how, in fiirtibierance of the objective 
of * mdustiial co-operation * the system of uniform duties on 
imports of cotton piecegoods from all sources which prevailed 
until 1930, had by successive stages been replaced by one of 
wide differentiation in the duties on British and non-British 
(or Japanese) goods. From June 1936 the rate of duty on 
Bntish cotton piecegoods was reduced to 20 per cent (except 
on prints which continued to be taxed at 25 per cent) while 
that on Japanese imports was maintained at 50 per cent. 
It may be noted that all through this period of progressive 
widening of the margin of diflerence in duties, an uninter- 
rupted decline had gone on m imports from Lancashire, while 
the trend of Indian production had been consistently and 
markedly upward. Between 1928-9 and 1933-4, imports 
fi:om Lancashure dropped firom 1,442 million yards to 384 
milhon yards, while Indian production went up from 1,893 
m^on yar^ to 2,945 million yards. Imports fix»m the Umted • 
Kingdom improved again to 515 million yards in 1934-5 
but dropped later to 403, 307 and 267 million yards 
respectively m 1935^, 1936-7 and 1937-8. In the last year 
Indian production touched the high-water mark of 4,084 
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million yards, having been latterly assisted by Japan’s pre- 
occupation in China. It has also been observed how the 
amount of the United Eangdom’s purchases of Indian cotton 
as well as the relative" share of India of the United .Kingdom 
market^ has gone up : in terms of bales, the intake of Indian 
cotton was 281,000 in I930“i> 167,000 each in 1931-2 and 
1 932-3* and 342,000, 347,000, 456,000, and 610,000 respec- 
tively in the four years following, but dropped to 395,000 in 
1937-8. 

Unofficial Adviser^ Recommendatums 

The terms of the Cotton Article are best viewed in the back- 
ground of the above trends of export and import trade in raw 
cotton and cotton piecegoods. It may be as weU, however, 
to refer to the recommendations of the unofficial advisers 
and see how they compare with the actual terms of the^Agree- 
nicnt. The unofficial advisers proposed 200, 300 and 400 
million yards respectively (inclusive of fents, imports into 
Indian States and re-exports from India) as the minimum, 
medium and maximum limits of imports of United Kingdom 
cotton piecegoods as against 350, 425 and 500 million yards 
(excluding re-exports) embodied in the Agreement. They 
proposed ^ an immediate all-round reduction of 5 per cent 
in the tariff on United Kmgdom imports, bringing it to 20 per 
cent on prints (instead of 17J per cent in the Agreement) 
and 15 per cent on other goods (as in the Agreement). Should 
Lancashire trade drop below 200 million yards, a further 
reduction of 2^ per cent was to be made but was to be restored 
if Lancashire imports should exceed 300 million yards. 
Immediate stejps were to be taken to check any rise in imports 
above 400 million yards. As regards raw cotton, the un- 
official advisers demanded that the United Kingdom should 
guarantee a minimum intake of 650,000 bales with an objective 
figure of one million bales. In this demand they were 
^pported by a careful analysis of the position by the Indian 
Cereal Cotton Committee which indicated that it was possible 
for Lancashire to consume easily up to a million bales. They^ 

that of the quantity to be taken by the , 
Umted Kingdom 65 per cent should be Bengal, Oomras, 
Berar and other short and fair staple varieties. 
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It may at once be admitted that in the absence of any 
objective criterion of feimess it is extremely difficult to balance 
the rdative concessions exchanged in such a case. Nor is 
it possible to exclude altogether firom consideration the state 
of the total trade between the two countries. Assuming, 
however, that some sort of an even deal has been attained 
in respect of concessions on other parts of the trade — and die 
above analysis gives broad support to this view — a. little 
reflection suggests the following comments on the actual 
and proposed terms under the Cotton Article. 

Any arrangement aimed to afford reasonable satisfaction 
to both parties should provide for a sizable improvement in 
the United Kingdom offtake of Indian raw cotton and m the 
Indian imports of cotton goods from Lancariure. Such an 
improvement u the raison d^Stre for which an agreement is 
desired by either party In this context, it wiU readily appear 
that the offer of the imofficial advisers in regard to import 
of United Elingdom cotton piecegoods into India fell short 
of what might reasonably induce the Lancashire industry to 
concede the demand for substantially enlarged consumption 
of Indian cotton made of it. The minimum figure of import>j 
from Lancariiire was less than the lowest imports m any year, ^ 
while the minimum offtake of Indian cotton for which a 
guarantee was sought was higher than the highest level of 
imports ever touched. It is arguable that the trends of trade 
must be taken mto account : imports from Lancashire have / 
been continuously on the dechne, exports of Indian raw cotton ; 
have been steadily on die increase for some years (excqit in \ 
the last year or so). But the latter tendency forms no natural 1 
count^art of the former. It is the combined consequence \ 
of accident and pohcy, of a favourable price parity and the ( 
dddberate efforts of the Lancashire Indian Cotton Committee 
That the pnce parity was really an important cause of the 
recent increase m the United Kingdom’s consumption of 
In^an cotton is indubitable. If so, it is diflicult to maintaiTi 
that a permanently high levd of demand for Indian cotton 
in the United Kingdom can be sustained, irrespective of 
parity conditions, now that the panty is less favourable tlian 
before and exports to the United Kingdom have actually 
receded far from the pitch attamed m 1936-7. 
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An Exchange of ‘ Unequal * Concessions 
But, on the other hand, the actual terms of the Agreement '' 
too in respect of exports of raw cotton and imports of cotton i 
piecegoods depart far from what the existing levels of traded 
might justify. The minimum import figure of 350 million 
yards, a fall below which is to be counteracted by a reduction 
of the (reduced) basic rates, is higher than imports in the last 
complete year before the Agreement, namely 267 million yards 
in 1937-8, by nearly one-third. And this further tariff 
reduction will remain in force until the imports in any year 
exceed the actual imports in 1937-8 by nearly 60 per cent, 
while the ordinary tariff reduction may continue in force 
until imports reach nearly double the existing level. Of course, 
the maximum yardage figure is to be. calculated with refer- 
ence to the extent by which exports of Indian raw cotton fall 
short of certain defined limits. But the ordinary tariff reduc- 
tion will remain in force even if the United Kingdom takes no 
more than the existing relatively low level of exports of Indian 
cotton, nearly 400,000 bales in 1937-8. Moreover, with 
imports of Indian cotton at this level, the United Kingdom may 
export anything up to 450 million yards (500 million yards 
reduced by 25 million yards for every 50,000 bales of deficiency 
below 500,000 bales) or two-thirds as much again as the 
existing low level of her exports to India. Further, if only 
the United Kingdom takes 500,00 bales of Indian cotton, 
or a quarter as much again as her offtake in 1937-8, she may 
import up to 500 million yards or nearly double the existing 
quantity of imports, at basic rates 

There is, of course, the undertaking of His M^esty’s Govern- 
ment in the United Kmgdom to stimulate the consumption of 
Indian cotton in all possible ways. Judging firom the past 
record of the efforts of the Lancashire Indian Cotton Com- 
mittee it may be hoped that a sincere attempt will be made to 
fulfil the undertaking. Moreover, in view of relatively swift 
improvement in the Indian cotton textile industry, the pheno- 
menal advance in Indian production and the steep decline in 
imports from Lancashire, not arrested by the reduction of 
5 per cent in the tariff in June 1936, it appears unlikely that 
imports firom Lancashire will attain a permanently higher 
level than at present. 
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The immediate prospects appear favourable however.* 

It would have been preferable if the question of the requisite 
amount of protection in accordance with accepted canons 
of discrimmation had been referred to the Tariff Board, and 
the arrangements embodied m the Agreement with Lancashire 
and Japan were based on a clearer knowledge than was avail- 
able otbermse of the fundamental requirements of the Indian 
industry and scope for accommodation of conflicting daims 
to the Indian market As it is, the tariff over die whole range 
of imports of cotton manufactures is regulated by rule of 
thumb without close regard to considerations of discriminating 
protection. 


For one thing, at any rate, the whole basis on which 
reaprocal arrangements were bdng negotiated between His 
Majesty’s Government in the United Kingdom and the 
Gkivemment of India was upset by the imposition of the 
additional duty of half an anna per lb. on the imports of long 
staple cotton, under the Finance Bill presented shortly before 
Ae announcement of the Indo-British Agreement. It is 
indisputable that this constituted a material change in the ' 
conations affecting the degree of protection required by the 
Indian mdustry and should have involved necessary adjust- 
ments in the terms of the Cotton Artide of the Agreement. 
But no mention of it is made in the Agreement. It will be 
recalled that m the Bombay-Lancashire or Mody-Lees Pact 
this neccMary assumption underlying the tariff rates provided 
for therein, was clearly stated The recommendation of the 
unofiicial advisers m this respect that any further indirect 
taxation or burden placed on the Indian cotton textile industry 
should call for similar countervailing increases m duty on 
both British and non-Bntish imports of cotton goods was 
unexceptionable. 


^ough no arrangement of this type can afford complete 
satirfaction, a fairer deal might have been provided by the 
«chMge of concessions actually extended to Lancashire under 
the Agreement for the concessions proposed by 
advisers in regard to the eiqjort of Indian raw cotton, or by ' 

B ^ question in the House of C3oniinons on 2 Rfev iqm 
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the exchange of terms actually secured in respect of the export 
of Indian raw cotton for the concessions proposed by the 
unofficial advisers in respect of imports of Lancashire goods. 
If either of the recommendations of the unofficial advisers in 
respect of export or import trade had been incorporated in 

the Agreement a more acceptable basis for settlement would 
have resulted. 

Iron and Steel 

The terms of the Agreement in regard to iron and steel only 
need to^ be briefly noticed. The continuance of feee entry 
for Indian pig-iron into the Umted Kingdom market after 
31 March 1941 has been made contingent, at the option of 
the United Kingdom, on the maintenance by India of import 
duties on articles of iron and steel no less substantially favour- 
able to the United Kingdom than at present under the Iron 
and Steel Protection Act, 1934. A reference to Chapter IX 
will show how differential duties on iron and steel imports 
into India were first mtroduced on the recommendation of 
the Tariff Board of 1926 purely in pursuance of the policy 
of discriminating protection, which prescribed varying measures 
of protection against different classes of imports from different 
sources ; how it was made clear at the time that India was 
not committing herself to extend preference as a matter of 
policy to protected articles ; how this view was emphatically 
reiterated by the Indian Ddegation to the Ottawa Economic 
ConfCTence who, in addition, viewed the admission of prefer- 
ence into the protective scheme as an incongruity ; how in 
accordance with instructions received from the Government 
of India the protected articles were excluded from the scope 
of preferential proposals in 1932 ; how the free entry of 
pig-iron and Indian sheet bar into the United Kingdom 
w^ seemed in return for preference on imports of 
ntisn galvanized sheet into India under the Supplementary 
Iron and Steel Agreement ; how prrference on sheet bar 
subsequently disappeared; how in 1934 the differentials 
m duty m favour of the United Kingdom were widened at 
e same time as the measure of protection was lowered, 
u galvanized sheet was continued ; how 

y the Supplementary ludo-British Agreement of January 
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1935 the free entry of pig-iron was secured by the guarantee 
in return of all the differential and preferential margins in 
duty on different classes of iron and steed imports ; and how, 
finaJly, m April 1937, pig-iron was placed on the free list 
and the differential advantage that India enjoyed m the 
Umted ELmgdom market ceased to exist Now the free entry 
of pig-iron IS sought to be guaranteed, with no actual but 
only a possible differential advantage, by binding India to 
mamtain as part of an Agreement the existing difference in 
all the duties on steel imports m favour of the Umted 
Kingdom ! 
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List of Countries with which Bilateral Comma dal Agreements {Mostly 
Promising Mostr-Favoured-Nation Treatment) have been Concluded by 
the United Kingdom to which India is a Partly or with which Agreements 
have been Negotiated Separately on Behdf of India 


Afghanistan 

Albania 

Aigentuie 

Austna 

Belgium 

Bohvia 

Brazil 

Bulgana 

Chma 

Colombia 

Costa Rica 


Czechodovalaa 

Denmark 

Egypt 

Ethiopia 

Estoma 

Finland 

France 


Anglo-Afgban Treaty of Commerce, 
5 June 1923 

Anglo-Albaman Exchange of Notes, 
1935 (Nevertheless clause ) 
Anglo-Argentme Treaty of 1924 
2 February 1925 
Anglo-Austnan Treaty of 1924 
(Nevertheless clause ) 
Aimlo-Belgian Ebcchange of Notes, 
Commercial Modus Vivendi, 189B 


Anglo-BoUvian Treaty of 1911 
(Nevertheless clause) 
Anglo-Brazilian Exdiange of Notes, 

1933 

Anglo-Bulranan Exchange of Notes, 
1925 (Nevertheless clause ) 

Taiiir Autonomy Treaty and Notes 
of 20 December 1 928 
Anglo-Colombian Treaty of 16 Feb- 
ruary 1866 

Anglo-Costa Rican Treaty of 27 Nov- 
ember 1849 


Anglo-Czechoslovakian Treaty of 
1933 (Nevertheless clause ) 
Anglo-Danish Treaties of 1660-1 and 
1670 

Anglo-Egyptian Exchange of Notes, 
13 and 14 February 1937 
Aimlo-Ethiopian Treaties Import 
Duties m Ethiopia of 1897 and 1909 
Aiffilo-Estoman Treaty ^ 1926 
Nevertheless clause) 
Anglo-Finnish Treaty of 1923 
Nevertheless clause) 

Indo-French Convention of 1903 


Does not provide for 
most- favoured - nation 
treatment of goods 


Does not provide 
roeafically for most- 
favoured-nation treat- 
ment 


Under certain condi- 
tions reciprocal most- 
favoured-nation treat- 
ment IS accorded in 
Costa Rica to goods 
f^m all parts the 
British Empire 


Certam specified goods 
only receive most- 
favoured-nation treat- 
ment 


% 


853 
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Germany 

Greece 

Guatemala 

Hungary 

Iran 

Iraq 

y 

Italy ‘ 

Japan 

Latvia 

Lithuania 

Liberia 

Morocco 

Muscat 

Norway 

Panama 

Peru 

Pcdand 

Portugal 

Roumama 

Serb-Groat 
Slovene State 
(Yugoslavia) 
Siam 

I 

Soviet Umon 

Spain 

Sweden 

Switzerland 

Turkey 
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An^o-German Treaty of 1924. 
(Neverthdess clause.) ' 

Indo-Gredc Exchange of Notes, 1936 
Anglo-Guatcmalan Treaty of 1938. 

(Nevertheless clause) 
Anglo-Hungaxian Treaty of 1926. 

(Neverthdess dause.) 
Angl6-Persian Treaties of 1857 and 

*903- 


Anglo-Itahan Treaty of 1883, ex- 
tended to India by convention of 
1914. 

Indo-Japanese Convention of I934> 
prolonged m October 1937 unm 
31 March 19^ 

Anglo-Latvian Ti^ty of 1923 
(Neverthdess clause) 
Anglo-Lithuanian Excmmge of Notes, 
1 922 (Neverthdess dause ) 
Anglo-Libenan Treaty of 18^ 
Anglo-Moroccan Convention of 1856 
Anglo-Muscat Treaty of 1891, ex- 
tended in November 1937 to 
February 1939. 

Treaty between the Umted Kingdom 
ana Norway and Sweden, 1826. 
Umted Kmgdom-Panama Treaty. 

(Neverthdess dause ) 
Ax^lo-Peruvian Treaty of 1850 


Indo-Pohsh Convention of 1931 
Anglo-Portuguese Treaty of 1914. 

(Neverthel^ clause.) 
Anglo-Roumaman Treaty of 1930. 

(Neverthdess dause) 

Treaty between the Umted Kmgdom 
and the Serb-Croat-Slovene State, 
1927. (Neverthdess dause ) 
Anglo^iamese Treaty of 1925 and 
November 1927 

Treaty between the Umted Kmgdom 
and the Soviet Umon (Neverthe- 
less dause ) 

Anglo-Spanish Treaty x 922, revised 
in 1927 and 1928. (Neverthdess 
dause.) 

The same as m the case of Norway 
Anglo-Swiss Treaty of 1855 
Anglo-Turkish Exchange of Notes, 
1930 


Subject to denuncia- 
tion at thrdg mondis* 
notice 


Most- favoured -nation 
treatment is given 
under Amde 1 1 of the 
Dedaration by Iraq on 
te rmin ation of the 
mandatory regime 


Provides only for 
national treatment m 
respect of trade. 



United States 
of Amenca 


Union of 
South Africa 

Venezuda 

Yemen^ 
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TVeaty between the United KiQgdom Does not provide for 
and the United States of Amenca, most- favoured - nation 
1815 treatment, but USA 

has a smgle-lmc tanff 
Exchange of Notes between India and Subject to threemonths’ 
the Umon of South Afnca, March notice of termmation 
1938 

Anglo-Venezuelan Treaty of 1825 
Anglo-Yemen Treaty of 1934 


The usual exceptions to the most-favoured-nation clause are, 
of course, adimtted in all the above treaties Thus, for instance, 
the treaty with Latvia does not entitle the United Kingdom or 
India to claim preferences extended to Russia, Finland, Estonia 
and Lithuania and the Treaty with Panama excludes preferences 
extended to the Umted States of Amenca by the latter Similarly 
the mutual most-favoured-nation treatment provided for by the 
exchange of Notes between India and the Umon of South Afiica 
IS in respect of commodities not digible for preferential treatment 
in virtue of one or other of the Ottawa senes of agreements. 


Nevertheless Clause : As^UhAlhaman Treaty of zgag 

3 Nevertheless, goods the produce or manufacture of India 
or of any of His Bntanmc Majesty’s Domimons, colomes, posses- 
sions and protectorates or of any temtory in respect of which a 
mandate on behalf of the League of Nations has been accepted 
by His Bntannic Majesty will enjoy in Albama complete and 
unconditional most-favoured-nation treatment, so long as India or 
such Dommion, colony, possession, protectorate or territory accords 
to goods the produce or manu&cture of Albania treatment as 
favourable as that accorded to the produce of the soil or industry 
of any other foreign coimtry 

(Source . British Foreign Office Handbook of Commercial 
Treaties , Indian Council of State Debates — 24. March 1933 , 
12 April 1934 , 8 August 1934 ; 10 April 1935 , 20 April 
1936 J 6 Apnl 1937 , 8 April 1938 ) 
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« 0/ Export Tirado {Gold Value) of CountrtM Exporting 
[I) Non-agncultural Primary Products arui (a) Agricultural Products* 


Exporters of Non-agrtcuUur(m 1929 
Primary Products ' 

, Mexico 
Bohvia 
' ChUe 

Peru 

Netherlands Indies 
British Malaya 
Iran 
Latvia 
Norway 

Poland . o 96 

Roumania . . o 52 

Yugoslavia . o 42 

Total 


Agricultural Exporters , 
Hungary 
Greece 

Egypt 

Estonia 

Siam 

Austraha 

Canada 

Portugal 

India 

Brazil 

New Zealand 
Bulgaria . 

China 

Argentme .. 

Denmark 

Lithuama 

Total . 

Grand Total 


1936 reference made to equal rates of progress in 

was based onto^ nvrn^ . ri-"?- "S” “^cultural exporting countries on p 20 n 1 

gures given m Eemem 0/ Wcfld Trade of that year, vrhihh have been amend^ since 


. 8*62 

7 64 

9 24 

9 2 

0 55 

0-45 

0-69 

0*7 

0*27 

0-27 

0 35 

0 32 

. 0*77 

0 7 

0 89 

0 79 

0 09 

0 09 

0 XX 

0 IX 

. 0 28 

0 32 

0 38 

0 37 

I 79 

2 07 

2-39 

2-4 

3 71 

3 78 

4 32 

4 83 

0 15 

0 X9 

0 2X 

0 2X 

3*56 

2-76 

3 ox 

3 19 


I 38 

I 50 

I -51 

0*78 

0 84 

0 90 

X 03 

0*14 

0 -X9 

0-20 

0 22 

1 97 

1 63 

X 6x 

X 63 

2*75 

2-57 

2 36 

2-52 

I 31 

I 58 

x-37 

X 38 

0 X 

0 15 

0 -X3 

0 -X5 

19 62 

18 97 

20 42 

21-36 

28-24 

- 

26 6x 

29-66 

30 56 


O 67 
o 33 
o 76 
0*11 
o 27 
2*23 

4 33 
0*21 

3 07 
r*35 
1*01 

0 24 

1 51 

2 92 
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Comniodit> 


Unit of Quantity 


Jute manufictures 
Guam doth 
Gunnj bags 
Tanned bides 
Tanned shins 


million ^ds 
milhons 
thousand tons 
thousand tons 


Coir yam ind mats 
and mattingt 


thousand cnt 


Teaknood 

Castor seed 

Goatshins, lau 

Rice 

Linseed 

Paraffin wax 

Woollen carpets and rugs 

Bran and poUatd 

Oil-cahes 

Tea 

Groundnuts 
Pif lead 
Tobacco 

Unmanufactured 
Manufactured 
(dgws only) 

Coffee 

Spices 

'^eiaible oils 

Manures 

Wheat 

Barle} 

Cotton twist and } am 
Magnesite 

Giamte sets and kerbs 
Other hardwoods 
Sandalwood od 


thousand tons 
thousand tons 
thousand tons 
thousand tons 
thousand tons 
thousand cut 
millian lb 
thausind tons 
thousand tons 
milhon lb 
thousand tons 
thousand tons 

milhon Ib 

thousand lb 
thousand cut 
thousand cnt 
mdhon {sd 
thousand tons 
thousand tons 
thousand tons 
thousand tons 
million lb 
thousand cut 
thousand tons 
cubic tons 
fhonsand gal 


jUnited 

Kkingdoi 


S6 
31 
ra 6 
5 6 
134 
(334) 


|39 4 
^3 
4 4 
4t 
go 
386 
7 
ao8 
aa4 
376 
79 

41 


7 


43 

73 

3 

1 *7 

31 

17 

7 

3 

o rS 
6z 
so 
973 
6 6 


* These jieicentages are based only c 
(a) Not separately shown in trade n 
t Figures withm brackets refer to ex 


19367 



Umted j 

Pereent- 


Total 


oge of \ 

Total 


Kingdom 

1 

United 

Kingdom 


X,3X8 

133 

7 S 

1,7x0 

459 

70 

za 4 

367 

, *4 

17 3 

96 

X7 9 

63 

6 5 

«7 

7 5 

(5Sa1 

xx6 

(386) 

44 

528 

(626) 

58 2 

45 8 

66 

69 5 

64 

32 

48 

46 

SO z 

1 4 3 

33 

x8 

X.38X 

45 

3 I 

t>443 

165 

3X8 

74 

396 

x,o8o 

339 

36 

930 

9 3 

7 5 

80 

1 O Q 

358 

347 

1 377 

300 

3X4 

64 

1 336 

313 

356 

«5 

1 303 

474 

146 

x8 

79X 

65 

5* 

74 

1 70 

38 7 

*3 3 

47 

38 5 

73 

39 

48 

60 

3X6 

35 

17 

SIX 

253 

3 

X 

3X6 

3 36 > 

1 xg 

41 

1 3 9 

99 

35 

x8 

X37 

6z 

17 

29 

1 77 

to 

2ZO 

9 r 

1 233 

4 

5 

SO 

1 xo 

9 7 

0 15 

X 

12 I 

79 

73 

73 

99 

to 

X2 

XOO 

Z 3 

1,064. 

X ,708 

9 Z 

z,86o 

zz 2 

! 

m 

Sr 

15 2 
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Exports of Non-Preferred Articles from India 
(Rs lakhs) 
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